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chairman's Report 


‘he fiscal year 1986 proved to be yet another year in 
thich the Commission implemented new benefits under 
ae Act and embarked upon new services to contributors 
nd pensioners. 


Early in the year, the Treasurer announced that 
vachers would have greater opportunities to retire, by 
jeans of an early retirement incentive program, during 
je period leading up to September 1989. In essence, 
»achers retiring with at least 10 years service and 55 
ears of age may retire without reduction for the years 
ey are short of the 90 factor or age sixty-five. 


The level of activity at the Commission surrounding 
tis one feature alone has been unprecedented. Mail 
ad phone calls are coming in at record levels. 


_ To meet these and other demands to communicate 
‘ith contributors and pensioners, the Commission 
atered into a three year agreement with W.F. Morneau 
| Associates, to provide communication services during 
‘ie 1986-1989 period. The agreement will also provide 
fully functional Communications Department within 


ie Commission by the middle of 1989. 


In addition, the Commission laid the plans to 
‘crease the number of benefits counsellors from 7 to 12, 
fective early 1987. Given the complexities of the 
eachers’ Superannuation Act, 1983 and the number and 
inety of inquiries that counsellors must deal with, just 
e plans for training the new counsellors, much less 
entifying who they would be, took the fall months 
1986. 


| As the year ended, the Ontario Government made 
tanother announcement that will have dramatic impact 
yon the Teachers’ Superannuation Act, 1983 and the 
eration of the Commission. The Government intro- 
(iced the Pension Benefits Act, 1986, giving it first 
lading in December 1986. 


The Commission is still assessing the full impact 
of the Pension Benefits Act, 1986 and, of course, until] 
it is proclaimed, it is still subject to potential amendment. 
Nevertheless, initial analysis would indicate that 
contributors will be better served by the impact of the 
new Pension Benefits Act, 1986, by way of earlier 
vesting, higher interest on any refunds, transfer options 
and so on. 


I would like to thank the staff of the Commission 
for their efforts to understand and implement the changes 
presently unfolding in the pension industry. As the 
Commission enters its 70th year I would commit our- 
selves to sustaining these efforts, to providing the 
services that will always allow contributors and pensioners 
to fully realize the many benefits of the Teachers’ 
Superannuation Act. 


C. Peter Honey 

Chairman 

(Appointed as Commissioner by the Minister, 
elected as Chairman by fellow appointees.) 


SABIE EEY 


Seventy years ago teachers in Ontario petitioned S 
William Hearst’s government at Queen's Park, urgi 
to establish a superannuation plan for teachers. On 
April 12, 1917, the Teachers’ and Inspectors Super- 
annuation Act was passed. The new pension plan | 
called the Teachers’ Superannuation Fund and it 

guaranteed a pension to every teacher in Ontario. 


The first seventy years of the Fund, your per 
plan, have been marked by growth and achievemet 
With over $10 billion in total assets and almost 170 
contributors and pensioners, the Teachers Superannv 
Fund is today one of the largest pension plans in Ca 


And over the years the addition of improved benefi 


has also made it one of the most progressive. 


What is remarkable about that growth is the ° 
that it has occurred — gradually, carefully. From the 


David Kennedy 
Director 

School Business & Finance Branch 
Ministry of Education 

(Appointed by the Minister) 


inning the Fund has been built on a solid, stable 
idation, Province of Ontario debentures. Sound, 
dent financial management and 70 consecutive years 
rowth have strengthened that foundation. Throughout, 
Fund has upheld its commitment to make sure that 
-ement is a period of financial security for teachers 
intario. Now and in the future. In 1987 the Teachers’ 
erannuation Fund is one of the strongest pension 

1s in Canada. 


Throughout its long history the Fund has been a 
ler in improving retirement benefits for its subscribers. 
> first small step occurred in 1927 when the maximum 
sion was raised — from $1,000 to $1,250 a year! 
urvivor’s benefit was introduced in 1932 and in 1945 
ecame possible for a teacher to receive credit in the 
id for service in another province. 


len Salisbury 
pointed by the Minister) 


Two of the most important improvements were 
added in the last 12 years — an automatic cost of living 
adjustment in 1975 and the use of the best 5 year average 
salary to calculate a pension, in 1984. 


Most of all, what distinguishes the Fund as it cele- 
brates its seventieth anniversary is its tradition. It is one 
that started in 1917 and grew strongly, through seventy 
years of history. And it is one that will continue to survive 
and flourish in the years ahead. That tradition is the 
purpose of the Teachers’ Superannuation Fund —to make 
certain that retirement is a period of financial security 
for teachers in Ontario. 


Ronald E. Poste 
Ontario Public 

School Teachers’ Federation 
(Elected by the Teachers) 


SERVICE 


Over the years the Fund has grown. Benefits have 
added, options increased, policies have changed. T 
Teachers’ Superannuation Fund has evolved and to 
is more than just a pension plan. It is a sure and sa 
way of investing in your future. 


As the administrator of the Fund since the ea 
days, the Teachers’ Superannuation Commission hi 
played a vital role in that growth. Over the years it 
become actively involved with you, the contributor, 
helping make you aware of how a changing Fund a 
you and your future financial requirements. 


Today the Teachers’ Superannuation Commis 
is a dynamic, responsive service organization that 
provides a host of helpful services to you, the contril 
From counselling services to pension estimates to 
informing you about new, enhanced benefits, our re 
ponsibility is to respond to your needs as you begir 
invest in your future. 


Peter W. Ferren 


Director of Education 
Welland County R.C.S.S. Board 
(Appointed by the Minister) 


And to help you with your planning we too are More than anything, the Commission’s capacity 


wing. Last year, in a major initiative that will stream- to listen and its readiness to expand its services, 

» and improve our operations, we established a exemplify its committment to helping contributors. Today 
nmunications Department. The move is a positive one that commitment is our purpose — to respond to the 

1 was made to help contributors keep pace with the needs of contributors to the Teachers’ Superannuation 
tual information explosion that has occurred in the last Fund. That too is a tradition, and like the Fund itself 
ryears. In the years ahead, as the Fund continues to it will continue to grow in the years ahead. 


inge, the Communications Department will be helping 
1 interpret those changes, to understand how they will 
act you and your plans for your future. 


Yet despite our growth, the Commission's capacity 
isten and respond to the personal needs of individual 
itributors is still as strong and undiminished as ever. 
ym the beginning that has been the very essence of 
‘Teachers’ Superannuation Commission. Today, both 
“counselling services and appeals process amply and 
actively demonstrate how the Commission remains a 
sitive, caring service organization. 


‘b Scott Josephine F. Stemerowicz 


‘ario English Catholic Federation of Women Teachers’ 
ichers’ Association Association of Ontario 


cted by the Teachers) (Elected by the Teachers) 


SECURITY 


In our lifetime the greatest promise of a successful per 
fund is its ability to guarantee and provide our finar 
security when we retire. As the administrator of the 
Teachers’ Superannuation Fund, the Teachers’ Supé 
annuation Commission has been delivering on that 
promise to contributors since 1917. 


The key to that success is a responsible invest 
strategy. It is one that has chosen patience over risk 
reliability over uncertainty, and sure and steady gro 
for the future instead of quick, immediate return for 
present. Its goal is security — for today and a lifetim 
tomorrows. 


Each year since 1917, the Fund has been sust 
by contributions from teachers and the Province of 
Ontario. And each year since those early days, the 
Commission has invested almost all of those contribu 
in Province of Ontario debentures — whose consiste 
yield and predictable performance guarantee finan¢ 
security. 


Sal Pengelley 
Incoming Chairman 

Ontario Secondary 

School Teachers’ Federation 
(Elected by the Teachers) 


That investment strategy has remained unchanged 
‘the years. Since 1917, the Teachers’ Superannuation 
d has gained a reputation for being one of the 
ngest, most secure pension funds in all of Canada. 
| this is why, in 1987, a retired teacher in Ontario 
ives one of the best, most attractive pensions of any 
1e country. 


Yet times change and in the years ahead, as the 
chers’ Superannuation Fund continues to grow, so 
its investment options. To evaluate those oppor- 
ties, and to explore the possibilities of diversifying 
Fund’s portfolio, the provincial government recently 
blished a Task Force on Pension Investments. As the 
inistrator of the Fund, the Commission will be pre- 
ing its own submission to that Task Force. In it, the 
imission will express the keen desire to be directly 
ved in the development of any program to alter the 
sent investment practice. 


hy Bouey 

ctor, Intergovernmental Finance 
-y Branch 

istry of Treasury & Economics 
ointed by the Minister) 


Over the first seventy years the Fund has gro 
dramatically and the Teachers’ Superannuation 
Commission is pleased to have played an important p 
in that growth. Over the next seventy years, we lool 
forward to playing an even more vital role in the finan 
security of contributors to the Fund —to continuing a 
strengthening our tradition of stability, service and 
security. 


Leon Vigneault 
LAssociations des enseignants 
franco-ontariens 

(Elected by the Teachers) 


Director’s Report 


During 1986, the number of persons who received a 
pension under the Teachers’ Superannuation Act, 1983, 
rose to 29,237, up from 27,243 in 1985. As described 

in the Chairman’s Report, the early retirement incentive 
program is now in place and it is anticipated that the 
number of retirees will continue to grow rapidly. 


Not only are teachers planning for and actually 
retiring in greater numbers, they are also purchasing 
optional credit in the Fund at continued high volumes. 
In 1985, $5,281,000 was contributed by teachers to 
purchase optional credit, whereas in 1986, $6,203,000 
was contributed for the same purpose. 


Long term investments (i.e. 20 to 25 years) placed 
in 1986 amounted to $1,280,000,000 and attracted a 
weighted average yield of 10.67%. The Fund overall 
provided a yield of 10.7% in 1986. Readers are reminded 
that the interest rates on the long term investments placed 
by the Fund are determined by the open market, as the 
market values Ontario Government securities and those 
backed by the Ontario Government. 


Cash flow data reveals that by 1994, the annual 
benefits paid will exceed the annual employee contri- 
butions alone. Further, by 2004, the benefits paid will 
exceed both the employee and the provincial government 
contributions. However, even 50 year cash flow projec- 
tions never show the benefits exceeding the total of 
employee and provincial contributions, plus interest. 


The Fund is sound. It is currently in a surplus 
position and will be able to pay all the current benefits 
to all the current contributors and pensioners. 


In this, the 70th year of the Fund, the staff of 
Commission welcomes the challenge presently extat 
the pension industry and is committed to keeping th 
Teachers’ Superannuation Commission at the forefrc 
of pension stability, service and security. 


D.F McArthur 


Director 


D.F. McArthur 


Director 


REVENUE AND EXPENDITURE 
Year ended December 31, 1986 


Revenue 
(000’s) 


| Other fj 


Transfers in $3,763 —.23% 


Matching Contributions Repayments Total 
Interest Contributions by Contributors — of Refunds $5,719 — .36% Revenue 
$1,032,392 —63.74%  $299,484—18.49% $278,219 —17.18% $9,482—.59% $1,619,577 — 100% 
Expenditure 
(000’s) 


ee EA Other Eid 
Administration 
Expenditures $6,965 —.43% 
Excess of Revenue Net Pension Refunds $8,471—.52% ; Total 
Over Expenditure Expenditure Transfers out $12,281—.76% Revenue 


$1,349,521 — 83.33% $242,339 — 14.96% $27,717—1.71% $1,619,577 — 100% 


PENSION REGISTER 
Year ended December 31, 1986 


99237 


91243 
95816 
4536 
93668 
92720 
91839 
0929 
19918 
18969 
17924 
| | | 


1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 


Number on pension as at: 31 December 1986 31 December 1985 
Service 
Unreduced 13,248 , 12,428 
Reduced 10,730 9,779 
Disability 
Total 832 830 
Partial 831 838 
Survivor 3,596 3,368 


—— 


Teachers’ Superannuation Fund 


STATEMENT OF NET ASSETS AVAILABLE FOR 
BENEFITS 


as at December 31, 1986 
(in thousands) 


ASSETS 


Investments 


Province of Ontario debentures 
Short term 


Receivable from Province of Ontario 


Matching contributions 
Interest on matching contributions 


Accrued interest receivable 
Cash 


Total assets 
LIABILITIES 


Accounts payable and accrued liabilities 
Payable to school boards, net 
Payable to Superannuation Adjustment Fund 


Total liabilities 


Net assets available for benefits (note 3) 


Approved by 


Chairman 


$10,173,580 


1986 1985 
$ 9,469,100 $8,189,100 
79,098 69,576 
9,548,198 8,258,676 
249,895 211,979 
45,389 66,864 
295,284 278,443 
320,463 219,271 
17,513 17,416 
10,181,458 8,833,806 
6,872 5,200 
707 486 
299 4,011 
7,878 9,747 
$8,824,059 


SDRpelly 


Director hp er. 


Teachers’ Superannuation Fund 
STATEMENT OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS 
for the year ended December 31, 1986 


(in thousands) 
9861985 
Interest income 
Investments $ 1,022,049 $ 883,573 
Payments for additional credit in the Fund and 
board contributions —__ 10,343 ___10,709 
1,032,392 894,282 
Contributions 
By contributors employed in education by 
School boards 266,870 250,577 
Designated private schools or organizations 5,146 5,336 
For credit in the Fund 6,203 9,281 
Matching contributions 
Province of Ontario including interest of $44,443 
($46,638 in 1985) 294,338 258,217 
Designated private schools or organizations 5,146 5,336 
Payments by Province of Ontario re unfunded 
liability (note 3) 39,098 
Repayments of refunds and interest 5,719 4,687 
Transfers from other pension funds including interest 3,763 3,194 
587,185 571,726 
Total revenue 1,619,577 _ 1,466,008 
Benefits paid 397,058 339,518 
Less recovery from: 
Province of Ontario 
Minimum pension and escalation subsidies for certain 
contributors 12,952 13,686 
Escalation of pensions of contributors who did not 
contribute to Superannuation Adjustment Fund 91,486 82,612 
Superannuation Adjustment Fund 50,281 40,741 
154,719 137,039 
Net benefits paid 242,339 202,479 
Refunds and transfers 
Refunds of contributions and interest 8,471 9,360 
Transfers to other pension plans including interest 12,281 Soll 
20,752 12,591 
Administration expenditures 6,965 5,049 
Total expenditures 270,056 220,119 
Net increase in net assets available for benefits 1,349,521 1,245,889 
Net assets available for benefits at beginning of year 8,824,059 7,978,170 


Net assets available for benefits at end of year (note 3) $10,173,580 $8,824,059 


Teachers’ Superannuation Fund 


STATEMENT OF LONG TERM INVESTMENTS 
Province of Ontario debentures 


as at December 31, 1986 


(in thousands) 


Maturity 
Date 


1987 
1992-1994 


1995-1997 


1998-2000 


2001-2003 


2004-2006 


2007-2009 


Interest 


Rate (%) 


6.00— 6.99 


6.00— 6.99 
8.00— 8.99 


7.00— 7.99 
8.00— 8.99 
10.00 — 10.99 


7.00— 7.99 
8.00— 8.99 
9.00— 9.99 
11.00— 11.99 


9.00— 9.99 
10.00— 10.99 
11.00—11.99 
12.00 — 12.99 
13.00 — 13.99 


10.00 — 10.99 
11.00 — 11.99 
12.00— 12.99 
13.00 — 13.99 
14.00— 14.99 


10.00 — 10.99 
11.00—11.99 
15.00 — 15.99 


1986 

Principal 7 
$ 176,000 1.86 
454,500 4.80 
195,000 2.06 
649,500 6.86 
110,000 1.16 
172,000 1.82 
197,500 2.08 
479,500 5.06 
9,500 0.10 
286,100 3.02 
1,026,000 10.84 
273,000 2.88 
1,594,600 16.84 
488,000 5.15 
334,500 3.53 
296,000 3.13 
230,000 2.43 
315,000 S3a 
1,663,500 17.57 
465,000 4.91 
490,000 DLT, 
1,396,000 14.74 
460,000 4.86 
335,000 3.54 
3,146,000 33.22 
305,000 3:22 
510,000 5.39 
945,000 9.98 
1,760,000 18.59 
$9,469,100 100.00 


1985 

Principal % 
$ 176,000 BAG 
454,500 Sp) 
195,000 2.38 
649,500 7.93 
110,000 1.35 
172,000 2.10 
197,500 2.41 
479,500 5.86 
9,500 0.12 
286,100 3.49 
1,026,000 12.53 
273,000 3.33 
1,594,600 19.47 
488,000 5.96 
334,500 4.08 
296,000 3.61 
230,000 2.81 
315,000 3.85 
1,663,500 20.31 
490,000 5.98 
1,396,000 17.05 
460,000 5.62 
335,000 4.09 
2,681,000 32.74 
945,000 11.54 
945,000 11.54 
$8,189,100 100.00 


Teachers’ Superannuation Fund 
STATEMENT OF ADMINISTRATION EXPENDITURES 


for the year ended December 31, 1986 
(In thousands) 


Salaries‘and benefits 2) Bane ec eae eres ere aie cases 
Purchase of computer equipment. 2.2... -:.0 2222s. sa.5s 
Printing andistationery*=2..45. .taoe i. sc eee ree rte eae 
Data’ processingservices 2.0 aes oe eee eae 
Postage, distribution and advertising.................. 
Computerized accounting project.............-.2.008- 
Eguipmentrental ar. ane aan tee tetas = 
Communications consulting services .............2005- 
ERCENPENEG | Seyeeceets eater: GON ardiccs coke Au amiern eee tents 
‘PelecommUnicatione ste: «qantas ogee ie aice- 
Legalities aaigers oer adc Ss een ae atone eet ie ae 
Repaitsandimaintenances tis tan. ai eaeeyeieee tend see 
ACHIATIANSCEVIGESS teres alo cues reo sao ee eke oie 
Publications and external communications.............. 
CommilSSiOnerssCOSts sar. 0% wen Sane + ok ent 
Equipment: purchases; 2.1 cas% shires. atmo ae eee 
Consulting services mens, 5 ci yee ae sc ae RE ee ee 
AUNE TCS atten ele ete eakonrn yee Cea een ne Ce 
SPAcCe: CONSUME TEES ..-.2 se. saa.. Eee la oe me eat eee 
Banke Services rq co ert ck arc SOs ee ee 
GIES Sekar tan ti ee ene ee ee 
Tranmmg-and:developmentss.) «...ca2e eee 
Translation Services ont aoa a ators a eee ea ee 


Vehicle purchase 
Medical fees 


1986 


$3,971 
546 
269 
255 
191 
184 
158 
121 
121 
121 
114 
113 
100 
98 
83 
73 
68 
60 
59 
54 


Teachers’ Superannuation Fund 
NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1986 


1. DESCRIPTION OF THE PLAN 


The following brief description of the Teachers’ Superannuation pension plan (the Plan) is 
provided for general purposes only. For more complete information reference should be made to 
the Teachers’ Superannuation Act, 1983 (the Act). 


(a) General 


The Plan is a contributory defined benefit pension plan of the Province of Ontario and is 
mandatory for persons who satisfy eligibility requirements provided in the Act. Under this 
Plan contributions are made by persons employed in education (contributors), certain boards 
and organizations and the Province of Ontario. 


(b) Funding Policy 
The Pension Benefits Act of Ontario requires that the Ontario Government, acting as the Plan 


sponsor, must fund the benefits determined under the Plan. The determination of the value 
of these benefits is made on the basis of a triennial actuarial valuation. 


(c) Service Pensions 


A service pension is available based on credit in the Fund, best five year average salary and 
age of the contributor. A 90 factor provides an unreduced pension at any age. An early retire- 
ment service pension is available from age 55. Reduction factors which generally apply for 
early retirement pensions have been suspended for retirements in the period June 1986 to 
August 1989 inclusive. 


(d) Disability Pensions 


A disability pension is available at any age with a minimum of 10 years credit. A total dis- 
ability pension is paid where the contributor is determined by the Teachers’ Superannuation 
Commission (the Commission) to be incapable of further earning a livelihood. A partial dis- 
ability pension is paid where the contributor is determined by the Commission to be totally 
disabled from further employment in education only. 


(e) Survivor Pensions 


A survivor pension is paid to a spouse, as defined in the Family Law Act, a dependant child, 
or a named dependant of a contributor who has a minimum of 10 years credit. 


Teachers’ Superannuation Fund 
NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1986 


— 


. DESCRIPTION OF THE PLAN (Continued) 


(f) Death Refunds 


A death refund is payable to the estate of a pensioner or survivor where such pensions have 
not been paid to the full extent of the individual’s contributions plus interest. In a similar manner, 
a death refund is payable to the estate of a contributor where no survivor pension is paid. 


(g) Withdrawal Refunds 
Upon application and subject to the lock-in provisions, withdrawal refunds, with interest on 
the contributions, are payable where a contributor ceases to be employed in education. 

(h) Income Taxes 
The Teachers’ Superannuation Fund (the Fund) is a Registered Pension Trust as defined by 
the Income Tax Act and therefore is not subject to income tax. 

(i) Superannuation Adjustment Fund 


The Superannuation Adjustment Fund (the $.A.F) is a contributory fund set up under the 
Superannuation Adjustment Benefits Act to provide cost-of-living escalation to pensioners 
under the Teachers’ Superannuation Act. The Teachers’ Superannuation Fund acts as an 
agent of the S.A.F. in the collection of contributions and the payment of benefits. 


. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


(a) Basis of Presentation 


The statements present the aggregate financial position of the Fund and have been prepared 
in accordance with generally accepted accounting principles except as indicated under the 
basis of accounting. They are prepared to assist plan participants in reviewing the activities 
of the Fund for the fiscal period. 


The financial statements do not purport to reflect the financial status of the plan if terminated 
on the valuation date nor do they reflect the funding requirements of the Plan. 


Teachers’ Superannuation Fund 


NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1986 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
(b) Basis of Accounting 


i) Revenue 


Contributions from contributors as well as matching contributions from designated private 
schools or organizations are recorded in the year in which they are received. 


The matching contributions from the Province are recorded as an amount equal to the 
contributions of the contributors including payments for credit in the Fund where applicable, 
for the year preceding the current year. Interest is recorded on this amount for the nine- 
teen month period ended December 31 of the current year in accordance with Section 6 
of the Teachers’ Superannuation Act, 1983. 


Special payments from the Province are recorded in the year in which they are received. 


ii) Expenditures 

Capital expenditures, including expenditures for real property, are reflected as adminis- 
tration expenditures in the statement of changes in net assets available for benefits in 
accordance with the Act. 

No provision is made for future benefits to be paid to contributors or for refunds to eligible 
former contributors who have ceased to be employed in education and have not elected to 
withdraw their contributions. However, provisions for such amounts are included in the 
determination of the actuarial liabilities. 


iii) Investments 
Province of Ontario debentures 


Maturing debentures and other surplus funds will be used to purchase Province of Ontario 
debentures in accordance with Section 72 of the Act. Province of Ontario debentures are 
stated at cost. These investments are not valued at their current market value as they are 
required to be held to the maturity of the debenture. Accordingly, increases or decreases 
in current value will not be realized. 


Short term 
Short term investments are stated at cost which approximates market value. 


Teachers’ Superannuation Fund 
NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1986 


3. NET ASSETS AVAILABLE FOR BENEFITS 


The adequacy of the net assets available for benefits is determined by an actuarial valuation at 
least once each three years. The latest actuarial valuation filed with the Pension Commission of 
Ontario was as at December 31, 1984. 


Changes to the benefit structure which were announced in February 1986 have not been in- 
corporated in the information set out in this note. However, these changes will have an impact on 
the adequacy of the net assets available for benefits. 


The actuarial liabilities of the plan are determined by applying actuarial assumptions to project 
the amount and timing of future benefits and refunds together with teacher and matching con- 
tributions, and then discounting those projected benefits and contributions to reflect the time value 
of money between the valuation date and the expected dates of payment. The significant actuarial 
assumptions used were: 


i) investment earnings and general salary increase rates: 


Assumed Interest 


Rate on Debenture General Salary 
Placements in the year Increase Rate 
% % 
1985 12:1 5.0 
1986 10.4 5.0 
1987 8.7 55 
1988 and later 7.0 6.0 


li) mortality rates are based on actuarial studies of recent experience among the active and 
retired contributors of the Fund. 


iii) the assigned probabilities of eligible contributors at indicated ages assumed to retire in the 
next year with an unreduced service pension: 


Age % 
varying from 
59-63 23-28 
64 40 


65 100 


Teachers’ Superannuation Fund 
NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1986 


3. NET ASSETS AVAILABLE FOR BENEFITS (continued) 


iv) withdrawal rates are based on actuarial studies of the recent experience among the active 
contributors of the Fund. 


The actuarial valuation at December 31, 1984 revealed the following: 


(in thousands) 


Net assets available for benefits at December 31, 1984. $ 7,578,000 
Adjustment to reflect yield on invested assets equivalent to valuation interest 

assumption 3,178,000 
Contributions receivable from Province 267,000 
Other assets 60,000 
Present value of expected excess interest on future debentures 1,249,000 
Actuarial assets 12,332,000 
Actuarial liabilities 11,639,000 


Surplus at December 31, 1984 $ 693,000 


In accordance with the Pension Benefits Act of Ontario and the 1984 valuation report, special 
payments are not required. 


4. CONTINGENCY 


A claim against the Fund exists on account of corrective steps taken in September 1986 in order 
to conform to a legal interpretation of the Act. These steps have resulted in the reduction of ap- 
proximately 1500 pensions on a prospective basis. The outcome of this claim cannot be reasonably 
determined at this time. Accordingly, no provision has been made in the financial statements. 
Settlement, if any, would be accounted for on a prospective basis. 


5. COMPARATIVE FIGURES 


Certain comparative figures have been reclassified to reflect the financial statement presentation 
adopted for 1986. 


Ontario 


OFFICE OF THE PROVINCIAL AUDITOR 


Box 105, 15th Floor, 20 Dundas St. West 
Toronto, Ontario MSG 2C2 
(416) 974-9866 


To the Members of the Teachers’ Superannuation Commission 
and to the Treasurer of Ontario. 


I have examined the statements of net assets available for benefits and long term invest- 
ments of the Teachers’ Superannuation Fund as at December 31, 1986, and the statements 
of changes in net assets available for benefits and administration expenditures for the year 
then ended. My examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other procedures as I considered necessary 
in the circumstances. 


In my opinion, these financial statements present fairly the financial position of the Fund 
as at December 31, 1986 and the results of its operations for the year then ended in accordance 
with the accounting policies set out in the Summary of Significant Accounting Policies (note 2) 
to the financial statements applied on a basis consistent with that of the preceding year. 


A report on the audit has been made to the Commission and to the Treasurer of Ontario. 


Sigh Meh 


Toronto, Ontario D.F. Archer, FC.A., 
February 20, 1987. Provincial Auditor. 


Teachers’ Superannuation Commission 
SUMMARY OF SELECTED FINANCIAL DATA 


| as at December 31, 1986 
(in thousands) 


| 


| 


Investments, at cost 
Net assets available for benefits 
Interest earned on investments 


Contributions received from 
— Contributors & designated employers 
— Province of Ontario 
— Matching contributions 


— Special payments 
— Minimum pensions 
— Escalations, certain contributors (a) 


Payments to contributors 
— Pensions (b) 
— Recovery from SAF 
— Contributions, plus interest refunded 


Refunds repaid 
Transfers from (to) other pension funds 


Administration expenditures 
— Amount 
— Percentage increase over 1974 


Revenues less expenditures 
— Amount 
— Percentage increase over 1974 


Actuarial liability (surplus) 


Rate of return on investments 


‘(b) Includes recoveries from the SAF 


(a) Payments awarded to those contributors who had not contributed to the Superannuation Adjustment Fund (SAF) 


1986 1985 1984 1983 1982 
9,548,198 8,258,676 7,110,619 6,088,499 5,271,100 
10,173,580 8,824,059 7,578,170 6,489,094 5,600,381 
1,022,049 883,573 745,447 624,462 503,250 
283,365 266,030 246,444 202,077 183,220 
294,338 258,217 230,282 190,302 168,042 
977,703 924,747 476,726 392,879 391,262 
39,098 39,098 39,098 7 
12,952 13,686 14,279 15,158 
91,486 82,612 73,696 64,429 
104,438 135,396 127,073 118,685 
397,058 339,518 291,624 253,485 
(50,281) (40,741) (31,326) (22,723) 
8,471 9,360 6,826 7,290 
5,719 4,687 Slz2 1,291 
(8,518) (37) 60 (173) 
6,965 5,049 4,387 4,074 
623% 452% 393% 365% 
1,349,521 1,245,889 —_ 1,089,076 888,713 
606% 560% 490% 400% 
(693,000) (693,000) (693,000) 433,000 
10.7% 10.7% 10.5% 10.3% 


Teachers’ Superannuation Commission 


SCHEDULE OF ADMINISTRATIVE EXPENDITURES 


as at December 31, 1986 
(in thousands) 


Personnel services, including 
employee benefits 

— salaries 

— benefits 

—training and development 


Transportation and Communications 
— travel expenses 
— postage 
— publications & external communications 


Purchase of Services 

— actuarial 

—audit 

— medical 

— legal 

— communications consulting 

— other professional services 

— translation 

— maintenance and repairs 

— utilities 

— office rental 

—rental, data processing/office 

equipment, other data centre services 

— insurance 

— commissioners’ costs 

— computerized accounting project 
Matenal and Supplies 

— printing and stationery 

— office furniture, equipment and vehicle 

—computer equipment purchase 


Unclassified 
Total 


1986 


$3,475 
496 
42 


4,013 


35 
191 
98 


1985 1984 
$2,969 $2,696 
460 420 
23 
3,452 3,116 
35 32 
159 122 
62 62 
47 34 
17 {Z 
35 20 
37 
10 20 
24 21 
104 67 
152 Va 
301 378 
8 4 
67 67 
183 
268 135 
52 94 
56 56 
$5,049 $4,387 


1983 
$2,479 
397 


2,876 


60 
115 


Teachers’ Superannuation Commission 


SUMMARY OF SELECTED DATA 


For the Calendar Year 


Contributors (active) 


— Female 
— Male 


— Total 


Contributors (active) 
— Full-time 
— Part-time 
— Casual 
— Total 


Pensioners by type of pension 
— Unreduced 
— Reduced 
— Disability 
Full 
Partial 
— Survivor 


— Total 


a) Not available 


1986 


(a) 
(a) 


1985 1984 1983 1982 
85,304 83,435 81,536 80,796 
53,316 03,197 93,073 52,960 
138,620 136,632 134,609 133,756 
109,721 107,453 106,871 106,844 
9,270 9,523 9,136 8,349 
19,629 19,656 18,602 18,563 
138,620 136,632 134,609 133,756 
12,428 11,742 11,210 10,818 
Shs) 9,278 8,947 8,697 
830 809 803 787 
838 813 791 Viz 
3,368 3,174 2,785 2,094 
27,243 25,816 24,536 23,668 
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ACTUARIES’ OPINION 
THE TEACHERS’ SUPERANNUATION FUND 


The Teachers’ Superannuation Fund is financed by: 


i) contributions by teachers at the rate specified in the Teachers’ Superannuation Act; 
ii) contributions by the Province and other employers that match the teachers’ contributions; and 


iii) special payments by the Province in amounts which, when added to the teacher and matching 
contributions, are sufficient to finance the benefits payable from the Fund and meet the funding 
requirements under the Ontario Pension Benefits Act. 


We have made an actuarial valuation of the Fund as of December 31, 1984. On that date, the teacher 
and matching contributions were at the rate of 6.9% of salary less 1.8% of the part of a teacher’s 
salary between the Year’s Basic Exemption and the Year's Maximum Pensionable Earnings under 
the Canada Pension Plan. We determined in the actuarial valuation that the Province was not required 
to make any special payments to the Fund after December 31, 1984. 


In our opinion, the actuarial value of the assets of the Fund on December 31, 1984 and of the 
teacher contributions and matching contributions by the Province exceeded the actuarial value of all 
benefit obligations under the Teachers’ Superannuation Act as it existed on December 31, 1984 
with respect to both the past and future service of all active, inactive and retired teachers who 
began teaching at any date before December 31, 1984. Notwithstanding the foregoing opinion, 
emerging experience differing from the assumptions that we used will result in gains or losses that 
will be revealed in future valuations. 

The above results do not reflect the amendment to the provisions of the Teachers’ Superannuation 
Act that was made in February 1986. In addition, they do not take account of the escalation 
benefits and the contributions by teachers, the Province and designated employers that are provided 
under the Superannuation Adjustment Benefits Act. 

In our opinion, the data on which the above valuation results are based are sufficient and reliable 
for the purpose of the valuation, the assumptions used are adequate and appropriate for the purpose 
of the valuation, and the methods employed are consistent with sound actuarial principles. 


MDP. Resim PF lomegen | 


M. David R. Brown, F-C.I.A. Patrick F. Flanagan, F.C.1.A. 


WORKSHOP SCHEDULE 


1987-1989 


The workshops sponsored by the affiliates of the Ontario Teachers’ Federation on retirement 
matters will be held during the school years 1987-1988 and 1988-1989 at the locations listed below. 
Anyone may submit a request to the local affiliate for a personal interview with a representative 
of the Teachers’ Superannuation Commission at that time. 


1987-88 1988-89 
October 2- 3 Kingston September 30-October 1 St. Catharines 
October 16-17 Niagara Falls October 14-15 Goderich 
October 30-31 Cornwall November 4- 5 Elhot Lake 
November 13-14 Burlington November 18-19 Chatham 
November 27-28 Sudbury December 2- 3 Hamilton 


January 29-30 Metro-Etobicoke January 27-28 Metro- Toronto 
York Borough 

February 12-13 Brantford - February 10-11 Ottawa 

February 26-27 Oshawa February 24-25 London 

March 25-26 Sault Ste. Marie March 31-April 1 Belleville 

April 15-16 York County April 21-22 Kapuskasing 

May 13-14 North Bay May 12-13 Thunder Bay 


Membership of the Commission 


During 1986, Mr. Bob Scott resigned from the 
Commission after 10 years of service. He was 
replaced by Mr. George Saranchuk starting 
January 1987. Also during 1986, Messrs. Frank 
Kidd, Chairman and John IIkiw resigned from 
the Commission. They were replaced by 

Mr. David Kennedy and Ms. Kathy Bouey, 
respectively. 
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Communications 


This Annual Report has been prepared by 
W.F. Morneau & Associates, Communications 
Consultants to the Commission. The 
Commission is interested in your comments 
on the publication and we would kindly ask 
you to send them to: 


Communications Department 
Teachers’ Superannuation Commission 
190 Finch Avenue West 

Willowdale, Ontario 
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NOTES 


information contained in this Annual Report does 
purport to describe the benefits of the Teachers’ 
erannuation Act in full detail. Should there be any 
repancies the Teachers’ Superannuation Act and 
ulation will apply. You can obtain a copy of it through 
r school or by writing to the Commission. 
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Teachers Superannuation Commission 
Commission du régime de retraite des enseignants 


ON THE MOVE 


ApNeN USAT SRoE-P\OrR T 


1987 


On peut se procurer la version francaise de cette rapport annuel en écrivant a la Commission. 
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CHAIRMAN’S 
REPORT 


n 1987, the Teachers’ Superannuation Commission cele- 
brated its 70th birthday —but it didn’t just get older, it 
got better. 

The Ontario Teachers’ Superannuation Fund provides 
the basic pensions for Ontario teachers. It is the third largest 
pension fund in Canada. Not only are its assets of $11.65 billion 
on 31 December 1987 substantial, but the Fund is more than 
healthy. As of 31 December 1986, an actuarial valuation 
indicated that the Fund had a surplus of $461 million. 

In February 1988, the Provincial Government released a 
report by Laurence Coward recommending that the Super- 
annuation Adjustment Fund, the fund which provides the 
escalation benefit, be amalgamated into the Teachers’ 
Superannuation Fund. 

A second report released in February, by Malcolm Rowan, 
proposes that the assets of the Teachers’ Superannuation Fund 
be gradually placed in market investments. 

A decision on these recommendations will be made by the 
Provincial Government after consultation with all interested 
parties. 

The Commission’s mandate, in law, is to administer the 
Act and to advise the Government when conflicts with other 
laws emerge. 

In December 1987, the Pension Benefits Act, 1987 was 
proclaimed to be effective 1 January 1988. The Act sets a 
minimum standard with which all Ontario pension plans must 
comply. It affects contributions and pension benefits commencing 
1 January 1987. It also dramatically reduces vesting and “lock- 
in’ limits, while dramatically increasing interest rates on refunds 
and transfer values for those who leave the plan. 

Whenever the Teachers’ Superannuation Act is amended 
(it has been frequently amended in the last five years), contri- 
butors’ entitlements change and the demand for information 
increases. To meet the demand, the Commission has expanded 
its staff and has moved to a new location as of 29 February 1988. 


a0 G. 04 Mey 


Sal Pengelley 
Chairman 


(Elected as Commissioner by the Teachers, 
elected as Chairman by fellow-elected Teacher Commissioners) 


The new site has been equipped with state-of-the-art 
telecommunications and computing technology. The Toronto 
phone number is still the same, but new WATS lines are now 
open to callers. 

It is expected that in its new location with its expanded 
staff, the Commission will be able to meet the demands of 
contributors, including the administration of future amendments 
to our Act arrived at through discussions between the Ontario 
Teachers’ Federation and the Government. 

While the Commission’s mandate does not give it the 
license to be compassionate, I have never known an organization 
that assesses all its possibilities with so much consideration and 
compassion. A final “no” from the Commission usually means 
that a change in legislation is needed. 

I would like to take this opportunity to thank my fellow 
Commissioners and the staff of the Commission for their con- 
certed effort in doing all that is possible in what is proving to be 
as demanding as expanding the school systems in the 1950's 
and 1960’s, namely, retiring the thousands of us who began 
teaching back then. 


1987, A YEAR 
OF GROWTH AND 
CHANGE... 


n 1987, the Teachers’ Superannuation Commission was 

on the move...to administer the Teachers’ Super- 

annuation Fund. ..to stay on top of legislative changes... 

to inform contributors and pensioners about their pension 
plan...to respond to participants’ needs... to prepare for the 
1988 move to the new location at 5650 Yonge Street. 

Although $476 million was paid out in retirement 
benefits to pensioners in 1987, over four times that amount 
was returned to the Fund through contributions, interest and 
subsidies. This brought the excess of revenues over expen- 
ditures to $1,477 million and the book value of total net 
assets to $11,651 million. 

The Fund has grown into the largest public sector 
pension fund in Ontario and the third largest pension fund in 
Canada. In fact, since 1965, the book value of assets has 
increased by over 25 times, the number of active plan 
members has increased by over one half, the number of 
pensioners has increased by over four times and the annual 
pension benefits paid have increased by over 26 times. 

1987 saw the Commission grow in more ways 
than one. To accommodate changes to legislation and the 
increase in the number of retirees and plan contributors, the 
administrative organization of the Commission was expanded. 


Changes to Pension Legislation 


Because 1987 was a busy year at Queen’s Park, the Commis- 
sion had to keep pace with changes made to legislation 
affecting teachers’ pensions. 


C. Peter Honey 


(Appointed by the Minister) 


Susan Hildreth 


Federation of Women Teachers’ Association of Ontario 
(Elected by the Teachers) 


Given Royal Assent on 29 June 1987 and effective 
1 January 1988, the Pension Benefits Act, 1987 (PBA, 1987) 
reformed the private and public pensions of some 1.8 million 
people in Ontario. 

Subsequent to the passage of the PBA, 1987, various 
internal Commission work groups were formed to determine 
how the Teachers’ Superannuation Fund would be affected. 
It is expected that the PBA, 1987 will have a dramatic 
impact on the Teachers’ Superannuation Commission. 

Low pension Regulation 156/87, passed by the Ontario 
Government on April 1, provided increases and a degree of 
inflation protection to over 3,000 pensioners receiving low 
pensions from the Teachers’ Superannuation Fund. 

Those affected were teachers with low paying salaries 
who retired before 1975 when regular inflation protection 
provisions were put in place by the government. 

Changes made to the Education Act, the Family Law 
Act and the Income Tax Act also affect the Teachers’ Super- 
annuation Act. These pieces of legislation need, therefore, 
to be taken into consideration when interpreting the Teachers’ 
Superannuation Act. 


More Retirements Expected 


The Commission has determined that most of the pension 
enquiries it receives come from contributors nearing the age 
of retirement. With a growing elderly population, it is 
expected that the number of those enquiries will increase. 


Helen Salisbury 


(Appointed by the Minister) 


Leon Vigneault 


LAssociation des enseignants franco-ontariens 
(Elected by the Teachers) 


The Commission tries to ensure that all contributors 
understand their pension plan. An open and accessible 
organization, it attempts to address all participants’ concerns 
via telephone, mail, workshop and counselling sessions. 


More Contributors to Retire Early 


In the Spring of 1987, the Teachers’ Superannuation Act, 
1983 was amended to provide a “35 and out” option so that 
there are now two early retirement opportunities. 


1. Until 31 August 1989: 55-year-olds with 10 
years of credit, and 


2. Until 31 August 1990: teachers at any age who 


have taught one or 
more days in each of 35 
school years 


MAY RETIRE WITHOUT PENALTY 


These two provisions will likely see a significant increase in 
the number of early retirements between the years 1986 and 
1990. 

Before these early retirement incentives were imple- 
mented, teachers could retire without reduction only if they 
were 65 or if their age plus years of service totalled at 
least 90. 


David Kennedy 


Director, School Business & Finance Branch 


Ministry of Education 
(Appointed by the Minister) 


George Saranchuk 


Ontario English Catholic Teachers’ Association 
(Elected by the Teachers) 


Increase in the Number of Contributors 


The number of active contributors to the Fund has increased 
dramatically throughout the years. In 1917, there were 13,000 
contributors to the Fund. That number grew to 82,566 in 
1965 and 133,181 in 1980. Today there are more than 141,000 
active contributors to the Teachers’ Superannuation Fund. 


New Location 


The growth in operations culminated in the Commission’s 
move to the Xerox Tower of the North American Life Centre 
in Metropolitan Toronto. Pictured on the front cover of this 
Report, the new location is designed with service in mind. 

It is easy to get to by bus, subway and highway 401. It 
offers improved office and computer facilities, more room for 
employees and better security for contributor and pensioner 
files. 

With the move to the North American Life Centre 
comes an upgraded telephone system, an important link to 
contributors and pensioners. In 1987, the Commission 
received an average of 494 calls a day compared to 358 per 
day in 1985. Improvements to the system include an increased 
number of WATS lines to serve all regions of Ontario. 


Kathy Bouey 


Director, Intergovernmental Finance Policy Branch 


Ministry of Treasury & Economics, 
(Appointed by the Minister) 


Ronald E. Poste 


Ontario Public School Teachers’ Federation 
(Elected by the Teachers) 


...ON THE MOVE 


Leasing instead of buying the new location gives the 
Commission the flexibility to rent more or less space as the 
size of its operations change. This can be done without 
incurring the added cost or inconvenience of moving. 

By providing all of these services, the new location 
helps the Commission to serve all contributors and pensioners. 


Striving to Communicate 


Because of its work with teachers, the Commission realizes 
the importance of a good education. That is why the Com- 
mission strives to educate contributors and pensioners about 
the value of their pension plan. 

The annual Personalized Pension Statements, Ex- 
change bulletins, Annual Report and Highlights Folder 
produced by the Commission’s Communications Depart- 
ment all serve to increase participants’ awareness of 
their entitlements. 


n the move to provide contributors and pensioners 
with solid service—a goal the Teachers’ Super- 
annuation Commission met with great success in 
1987. By continuing to administer the Teachers’ 
Superannuation Act with the same careful controls and solid 
administration, the Commission is confident that it can 
continue to meet the needs of all contributors and pensioners. 


Peter W. Ferren 


Director of Education 
Welland County R.C.S.S. Board 
(Appointed by the Minister) 


DIRECTOR'S 
REPORT 


he year 1987 was yet another of rapid growth and 

change at the Commission. The number of persons 

receiving a pension in 1987 climbed to 31,625, up from 

29,237 in 1986 and up from 24,536 in 1983. That is 
over 25% growth in just four years. 

As I write this report, the rate of retirement is rising even 
more rapidly, due to two early retirement opportunities. These 
are the “35 and out” feature, which expires at the end of August 
1990 and the “early retirement window”, which expires at the 
end of August 1989. 

As well, teacher interest in purchasing optional credit 
remains unabated. In 1987, over 9,000 teachers contributed 
$5,876,000 to purchase optional credit in the Fund. 

As a result of the increasing number of retiring teachers, 
the sustained high level of optional credit purchases and now 
the inception of the Pension Benefits Act, 1987, the Commission 
has felt compelled to increase the resources it allocates to 
the administration of the plan. This takes the form of the 
number of staff, and the equipment and space to allow the staff 
to function effectively. 

In 1987, the Commission authorized the hiring of five 
additional counsellors, bringing the total to twelve. In addition, 
the Commission authorized an overall staff complement increase 
(including the five counsellors) of 22, bringing the total to 
163, up from 109 in 1983. As these additional staff become 
more experienced, there will be improved service and reduced 
response times for contributors and pensioners. 

For 1988, the Commission staff structure will be expanded 
to 208 and divided into two divisions. Mr. William G. Foster 
is named Division Director, Administration and Information 
Services, and Mr. Allan H. McKellar is named Division Director, 
Communications and Entitlements Division. 

The current pressure on the Teachers’ Superannuation 
Commission is like that on the school boards in the 1950’s and 
1960’s. We are now experiencing a teacher-retiree explosion as 
a direct result of the student and teacher explosion 30 years ago. 

The staff of the Teachers’ Superannuation Commission 

remains committed to meeting the challenges of the late 1980’s 

and ensuring the delivery to the contributors and pensioners of 

all the rights and opportunities which flow to them through the 

D.F. McArthur Teachers’ Superannuation Act, 1983, and the Pension Benefits 
Director Act, 1987. 
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Ontario 


OFFICE OF THE PROVINCIAL AUDITOR 


Box 105, 15th Floor, 20 Dundas St. West 


Toronto, Ontario MSG 2C2 


(416) 974-9866 


To the Members of the Teachers’ Superannuation Commission 
and to the Minister of Education. 


I have examined the statements of net assets available for benefits and long term invest- 
ments of the Teachers’ Superannuation Fund as at December 31, 1987, and the statements 
of changes in net assets available for benefits and administration expenditures for the year 
then ended. My examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other procedures as I considered necessary 
in the circumstances. 


In my opinion, these financial statements present fairly the financial position of the Fund 
as at December 31, 1987 and the results of its operations for the year then ended in accordance 
with the accounting policies set out in the Summary of Significant Accounting Policies (note 2) 


to the financial statements applied on a basis consistent with that of the preceding year. 


A report on the audit has been made to the Commission and to the Minister of Education. 


= Otte. 


Toronto, Ontario J.F. Otterman, F-C.A., 
February 24, 1988 Assistant Provincial Auditor. 


Teachers’ Superannuation Fund 


STATEMENT OF NET ASSETS AVAILABLE FOR 


BENEFITS 


as at December 31, 1987 
(in thousands) 


ASSETS 


Investments 


Province of Ontario debentures 
Short term 


Receivable from Province of Ontario 


Matching contributions 
Interest on matching contributions 


Receivable from Superannuation Adjustment Fund 
Accrued interest receivable 
Cash 
Total assets 
LIABILITIES 


Accounts payable and accrued liabilities 
Payable to school boards, net 
Payable to Superannuation Adjustment Fund 


Total liabilities 


Net assets available for benefits (note 4) 


Approved by 


Chairman 


1987 1986 
$10,893,100 $ 9,469,100 
65,647 79,098 
10,958,747 9,548,198 
266,025 249,895 
43,761 45,389 
309,786 295,284 

14 

367,455 320,463 
27,945 iZols 
11,663,947 10,181,458 
9,876 6,872 
3,993 707 
299 
13,429 7,878 
$11,650,518 $10,173,580 


SLR elle 


Director Irate. 


Teachers’ Superannuation Fund 


STATEMENT OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS 


for the year ended December 31, 1987 
(in thousands) 


Interest income 


Investments 
Payments for additional credit in the Fund and 
school board contributions 


Contributions 


By contributors employed in education by 
School boards 
Designated private schools or organizations 
For credit in the Fund 
Matching contributions 
Province of Ontario including interest of $43,761 
($44,443 in 1986) 
Designated private schools or organizations 


Repayments of refunds and interest 
Transfers from other pension funds including interest 


Total revenue 
Benefits paid 


Less recovery from: 
Province of Ontario 


Minimum pension and escalation subsidies for certain 


contributors 
Escalation of pensions of contributors who did not 
contribute to Superannuation Adjustment Fund 
Low pension subsidy 
Superannuation Adjustment Fund 


Net benefits paid 


Refunds and transfers 
Refunds of contributions and interest 
Transfers to other pension plans including interest 


Administration expenditures 
Total expenditures 


Net increase in net assets available for benefits 
Net assets available for benefits at beginning of year 


Net assets available for benefits at end of year (note 4) 


1987 1986 
$ 1,166,105 — $ 1,022,049 
9,981 10,343 
1,176,086 1,032,392 
285,480 266,870 
4,822 5,146 
5,876 6,203 
309,786 294,338 
4,822 5,146 
610,786 577,703 
6,431 5,719 
6,144 3,763 
623,361 587,185 
1,799,447 1,619,577 
475,707 397,058 
12,406 12,952 
100,315 91,486 

2,801 

60,745 50,281 
176,267 154,719 
299,440 242,339 
8,637 8,471 
4,042 12,281 
12,679 20,752 
10,390 6,965 
322,509 270,056 
1,476,938 1,349,521 
10,173,580 8,824,059 
$11,650,518 $10,173,580 


Teachers’ Superannuation Fund 


STATEMENT OF LONG TERM INVESTMENTS 


Province of Ontario debentures 
as at December 31, 1987 


(in thousands) 


Maturity 
Date 


1987 
1992-1994 


1995-1997 


1998-2000 


2001-2003 


2004-2006 


2007-2009 


2010 


Interest 


Rate (%) 


6.00— 6.99 


6.00— 6.99 
8.00— 8.99 


7.00— 7.99 
8.00— 8.99 
10.00 — 10.99 


7.00 = :7.99 
8.00— 8.99 
9.00— 9.99 
11.00—11.99 


9.00— 9.99 
10.00 — 10.99 
11.00— 11.99 
12.00— 12.99 
13.00— 13.99 


10.00 — 10.99 
TR00== 11299 
12.00 — 12.99 
13.00— 13.99 
14.00 — 14.99 


10.00 — 10.99 
11.00— 11.99 
15.00—15.99 


10.00 — 10.99 


1987 
Principal To 
$ 

454,500 AAT 
195,000 1.79 
649,500 5.96 
110,000 1.01 
172,000 1.58 
197,500 1.81 
479,500 4.40 
9,500 0.09 
286,100 2.63 
1,026,000 9.42 
273,000 2.50 
1,594,600 14.64 
488,000 4.48 
334,500 3.07 
296,000 De 
230,000 21 
315,000 2.89 
1,663,500 15.27 
465,000 4.27 
490,000 4.50 
1,396,000 12.82 
460,000 4.22 
335,000 3.07 
3,146,000 28.88 
750,000 6.89 
1,105,000 10.14 
945,000 8.68 
2,800,000 25.71 
560,000 5.14 
$10,893,100 100.00 


1986 

Principal % 
$ 176,000 1.86 
454,500 4.80 
195,000 2.06 
649,500 6.86 
110,000 1.16 
172,000 1.82 
197,500 2.08 
479,500 5.06 
9,500 0.10 
286,100 3.02 
1,026,000 10.84 
273,000 2.88 
1,594,600 16.84 
488,000 5:15 
334,500 3.53 
296,000 3:13 
230,000 2.43 
315,000 3.33 
1,663,500 Lho/ 
465,000 4.91 
490,000 am bf 
1,396,000 14.74 
460,000 4.86 
335,000 3.54 
3,146,000 Saiz 
305,000 Bee 
510,000 5.39 
945,000 9.98 
1,760,000 18.59 
$9,469,100 100.00 


Teachers’ Superannuation Fund 


STATEMENT OF ADMINISTRATION EXPENDITURES 


for the year ended December 31, 1987 
(in thousands) 


Salaries and benefits 


Communications consulting services 


Data processing services 


Postage, distribution and advertising 


Printing and stationery 
Office rental 
Purchase of computer equipment 


Publications and external communications 


Actuarial services 
Repairs and maintenance 
Telecommunications 
Equipment purchases 
Legal fees 
Equipment rental 
Consulting services 
Audit fees 
Commissioners’ remuneration 
Bank services 
Training and development 
Computerized accounting project 
Utilities 
Translation services 
Travel — staff 

— Commissioners 
Design consulting fees 
Other 
Medical fees 
Insurance 
Vehicle purchase 


Relocation costs 
Leasehold improvements 
Professional services 
Supplies and equipment 


1987 


$ 5,244 
362 
304 
300 
256 
242 
184 
175 
173 
155 
131 
100 

91 
90 
87 
72 
39 
33 
30 
49 
47 
39 
37 
35 
30 
30 
11 
10 


184 


Teachers’ Superannuation Fund 
NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1987 


1. DESCRIPTION OF THE PLAN 


The following brief description of the Teachers’ Superannuation pension plan (the Plan) is 
provided for general information purposes only. For more complete information reference should 
be made to the Teachers’ Superannuation Act, 1983 (the Act). 


(a) General 


The Plan is a contributory defined benefit pension plan of the Province of Ontario and is 
mandatory for persons who satisfy eligibility requirements provided in the Act. Under this 
Plan contributions are made by persons employed in education (contributors), certain boards 
and organizations and the Province of Ontario. 


(b) Funding Policy 


The Pension Benefits Act of Ontario requires that the Ontario Government, acting as the Plan 
sponsor, must fund the benefits determined under the Plan. The determination of the value 
of these benefits is made on the basis of a triennial actuarial valuation. 


(c) Service Pensions 


A service pension is available based on credit in the Fund, best five year average salary and 
age of the contributor. A 90 factor (age and service) provides an unreduced pension at any age. 
An early retirement service pension is available from age 55. Reduction factors which generally 
apply for early retirement pensions have been suspended for retirements in the period 
June 1986 to August 1989 inclusive. In addition, a 35 year service factor is available to provide 
an unreduced pension at any age for retirements in the period June 1987 to August 1990 
inclusive. 


(d) Disability Pensions 


A disability pension is available at any age with a minimum of 10 years credit. A total dis- 
ability pension is paid where the contributor is determined by the Teachers’ Superannuation 
Commission (the Commission) to be incapable of further earning a livelihood. A partial dis- 
ability pension is paid where the contributor is determined by the Commission to be totally 
disabled from further employment in education only. 


(e) Survivor Pensions 


A survivor pension is paid to a spouse, as defined in the Family Law Act, a child, or a named 
dependant of a contributor who has a minimum of 10 years credit. 


Teachers’ Superannuation Fund 


NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1987 


1. DESCRIPTION OF THE PLAN (Continued) 
(f) Death Refunds 


A death refund is payable to the estate of a contributor or a pensioner when the individual’s 
contributions plus interest exceed the pension(s) paid plus interest. 


(g) Withdrawal Refunds 
Upon application and subject to the lock-in provisions, withdrawal refunds, with interest on 
the contributions, are payable where a contributor ceases to be employed in education. 

(h) Income Taxes 
The Teachers’ Superannuation Fund (the Fund) is a Registered Pension Trust as defined by 
the Income Tax Act and therefore is not subject to income tax. 

(i) Superannuation Adjustment Fund 


The Superannuation Adjustment Fund isa contributory fund set up under the Superannuation 
Adjustment Benefits Act to provide cost-of-living escalations to pensioners under the 
Teachers’ Superannuation Act. The Teachers’ Superannuation Commission administers the 
collection of contributions and the payment of benefits for the Superannuation Adjustment Fund. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


(a) Basis of Presentation 


The statements present the financial position of the Fund and have been prepared in accor- 
dance with generally accepted accounting principles except as indicated under the basis of 
accounting. They are prepared to assist plan participants in reviewing the activities of the 
Fund for the fiscal period. 


The financial statements do not purport to reflect the financial status of the plan if terminated 
on any valuation date nor do they reflect the funding requirements of the Plan. 


Teachers’ Superannuation Fund 


NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1987 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) | 
(b) Basis of Accounting | 


i) Revenue 


Contributions from contributors as well as matching contributions from designated private 
schools or organizations are recorded in the year in which they are received. 


The matching contributions from the Province are recorded as an amount equal to the 
contributions of the contributors including payments for credit in the Fund where applicable, 
for the year preceding the current year. Interest is recorded on this amount for the nine- 
teen month period ended December 31 of the current year in accordance with Section 6 
of the Teachers’ Superannuation Act, 1983. 


Special payments from the Province are recorded in the year in which they are received. 


ii) Expenditures 


Capital expenditures, including expenditures for real property, are reflected as adminis- 
tration expenditures in the statement of changes in net assets available for benefits in 
accordance with the Act. 


Future benefits to current contributors and pensioners, refunds, and transfers are recorded 
in the year in which payments are made. However, provisions for such amounts are 
included in the determination of the actuarial liabilities. 


iii) Investments 


Province of Ontario debentures 


Maturing debentures and other surplus funds are used to purchase Province of Ontario 
debentures in accordance with Section 72 of the Act. Province of Ontario debentures are 
stated at cost. These investments are not valued at their current market value as they are 
required to be held to the maturity of the debenture. Accordingly, increases or decreases 
in current value will not be realized. 


Short term 


Short term investments are stated at cost which approximates market value. 


Teachers Superannuation Fund 


NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1987 


3. PENSION BENEFITS ACT, 1987 


The Pension Benefits Act, 1987 introduced new minimum standards for all pension plans 
registered in Ontario. The Plan must be administered in accordance with the Pension Benefits 
Act, 1987 and its regulations, effective January 1, 1988. It is expected that the provisions of the 
Teachers’ Superannuation Act, 1983, will be amended, as required, to conform with the provisions 
of the Pension Benefits Act, 1987. 


4. NET ASSETS AVAILABLE FOR BENEFITS 


The adequacy of the net assets available for benefits is determined by an actuarial valuation at 
least once each three years. The latest actuarial valuation available for filing with the Pension 
Commission of Ontario was as at December 31, 1986. 


The application of the Pension Benefits Act, 1987, described in note 3, may increase benefits 
paid in certain circumstances. The impact of these changes on the accrued Plan benefits is not 
reflected in this note nor will it be known prior to the completion of a future actuarial review. 


The actuarial liabilities of the plan are determined by applying actuarial assumptions to project 
the amount and timing of future benefits and refunds together with teacher and matching con- 
tributions, and then discounting those projected benefits and contributions to reflect the time value 
of money between the valuation date and the expected dates of payment. 


In previous actuarial valuations, an assumed long-term interest rate was used to compute the 
actuarial value of both the assets and the liabilities of the Fund. In this valuation, the actuarial 
value of assets was taken to be their book value, and the discount factors used to compute the 
actuarial liabilities were based on the stream of interest rates that are expected to be earned by 
the Fund in future years. The effect of this change in technique was to reduce the actuarial value 
of the assets and the actuarial value of the liabilities by approximately the same proportion. 


The assumed investment earnings and general salary increase rates used in the actuarial valuation 


were: 
Assumed Interest 
Rate on Debenture General Salary 
Placements in the year Increase Rate 
% % 

1987 10.8 5.0 

1988 9.6 5.0 

1989 8.3 5.5 

1990 and later 7.0 6.0 


Teachers’ Superannuation Fund 
NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1987 


4. NET ASSETS AVAILABLE FOR BENEFITS (Continued) 


The actuarial valuation at December 31, 1986 revealed the following: 


(in thousands) 
Actuarial assets 


Net assets available for benefits at book value $10,174,000 
Contributions receivable from Province 290,000 
Other 74,000 
Actuarial assets 10,538,000 
Actuarial liabilities 
Present pensioners 2,071,000 
Active teachers — present value of benefits $13,302,000 
— present value of 2x teacher contributions (5,608,000) 7,694,000 
Inactive teachers 242,000 
Other 70,000 
Actuarial liabilities 10,077,000 


Surplus at December 31, 1986 $ 461,000 


Since the actuarial valuation indicated that a surplus existed at December 31, 1986, special funding 
payments are not required. 


For more complete information, reference should be made to the actuarial report at December 31, 
1986. 


3. CONTINGENCY 


Claims against the Fund exist on account of corrective steps taken in September 1986 in order 
to conform to a legal interpretation of the Act. These steps have resulted in the reduction of ap- 
proximately 1500 pensions on a prospective basis. The outcome of these claims cannot be reason- 
ably determined at this time. Accordingly, no provision has been made in the financial statements. 
Settlement, if any, will be recorded in the year of resolution of the claims. 


Teachers’ Superannuation Fund 


NOTES TO FINANCIAL STATEMENTS 
for the year ended December 31, 1987 


6. COMMITMENTS 
The Fund has committed to expenditures during 1988 of $4.2 million for office relocation including 
leasehold improvements, supplies and equipment, and professional services. 


The Fund is also committed under a lease for new premises to the following minimum lease 
payments: 


(in thousands) 


1988 $ 680 
1989 1,344 
1990 1,344 
1991 1,344 
1992 1,344 
1993 to 1997 8,954 

$15,010 


7. REPORTS ON PUBLIC SECTOR PENSION ISSUES 


Proposals on public sector pension issues have been made by the Rowan Task Force Report on 
The Investment of Public Sector Pension Funds and the Coward Report on The Financing of 
Benefits under the Superannuation Adjustment Benefits Act. These reports recommend that the 
indexation funds be merged with the basic public sector pension funds including the Teachers 
Superannuation Fund, that funding arrangements be changed, and that assets be gradually 
invested in market instruments. The proposals are currently under review by the Province of 
Ontario. 


Teachers’ Superannuation Commission 


FIVE YEAR SUMMARY OF SELECTED FINANCIAL DATA 


as at December 31 
(in thousands) 


Revenue 
@ Interest 


Contributions 
4 Contributors 
2 = Matching 


Unfunded Liability 
Other 


Expenditure 
Net benefits paid 


Wi Administration expenditures 
HB Other 


@ Excess of revenue over expenditure 


Net assets 
Investments 
Cash and receivables 
Liabilities 


Financial statistics 
Rate of return on investments (1) 
Percentage of 1982 
Nei assets 
Administration expenditures 


(1) Based on average investments during year. 


1987 1986 1985 1984 1983 
$ 1,176,086 $ 1,032,392 $ 894,282 $ 753,331 $ 623,362 
296,178 If eseA We) 261,194 240,979 197,891 
314,608 299,484 263,903 239,747 194,988 
610,786 977,703 024,747 476,726 392,879 
39,098 39,098 39,098 
12,575 9,482 7,881 9,388 (1,754) 
1,799,447 1,619,577 = 1,466,008 ~=1,274,543 1,053,585 
299,440 242,339 202,479 172,323 LOULTS 
10,390 6,965 9,049 4,387 4,074 
12,679 20,752 12,591 8,757 9020 
322,509 270,056 220,119 185,467 164,872 
$ 1,476,938 $ 1,349,521 $1,245,889 $1,089,076 $ 888,713 
$10,958,747 $ 9,548,198 $8,258,676 $7,110,619 $6,088,499 
705,200 633,260 979,130 473,986 409,029 
(13,429) (7,878) (9,747) (6,435) (8,434) 
$11,650,518 $10,173,580 $8,824,059 $7,578,170 $6,489,094 
11.4% 11.5% 11.5% 11.3% 11.0% 
208% 182% 158% 135% 116% 
280% 188% 136% 118% 110% 


REVENUE AND EXPENDITURE 
Year ended December 31, 1987 


Revenue 
(000’s) 


Matching Contributions Total 
Interest Contributions by Contributors Other Revenue 


$1,176,086—65.36% $314,608—17.48% $296,178 — 16.46% $12,575 —.70% $1,799,447 — 100% 


Expenditure 
(00's) 


Excess of Revenue Net Pension Total 
Over Expenditure Expenditure Other Revenue 
$1,476,938 — 82.08% $299,440 — 16.64% $23,069 — 1.287% $1,799,447 — 100% 


Teachers’ Superannuation Commission 
SUMMARY OF SELECTED DATA 


for the Calendar Year 


1987 1986 1985 1984 1983 
Active contributors 
Full-time (1) R240) 109,721 107,453 106,871 
Part-time (1) 8,940 9,270 9,523 9,136 
Casual (1) 19,698 19,629 19,656 18,602 
Total (1) = 140,639 138,620 136,632 134,609 
Active pensioners 
Number by type of pension 
Unreduced 13,959 13,248 12,428 11,742 11,210 
Reduced 12,233 10,730 9,779 9,278 8,947 
Disability 
Full 831 832 830 809 803 
Partial 826 831 838 813 791 
Survivor 3,776 3,596 3,368 3,174 2,785 
Total 31,625 29,237 21,243 25,816 24,536 
Average age at inception 
of pension 60.49 60.75 60.92 (1) (1) 
Average years on pension 9.27 9.45 9.60 (1) (1) 
Average pension (2) 
Unreduced $23,006 PALL 19,481 17,760 15,887 
Reduced $10,525 8,551 7,142 6,456 5,798 
Disability 
Full $11,220 10,066 9,345 8,500 (HEY 
Partial $ 9,352 8,450 7,914 7,194 6,454 
Survivor $ 8,058 7,350 6,779 6,238 5,792 
Overall $15,727 14,198 12,817 11,658 10,490 


(1) Data not available 


(2) Total pension including cost-of-living escalation and subsidies not funded by Teachers’ Superannuation Fund. 


PENSION REGISTER 


Year ended December 31 
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Teachers’ Superannuation Commission 


SCHEDULE OF ADMINISTRATION EXPENDITURES 


for the year ended December 31 
(in thousands) 


Personnel services, including 
employee benefits 

— salaries 

— benefits 

— training and development 


Communications and Travel 

— travel expenses 

— postage 

— publications & external communications 
Purchase of Services 

— actuarial 

—audit 

— medical 

—legal 

— communications consulting 

— other professional services 

—translation 

— maintenance and repairs 

— utilities 

— office rental 

—rental, data processing/office 

equipment, other data centre services 

— insurance 

— Commissioners’ costs 

— computerized accounting project 


Supplies and Equipment 
— printing and stationery 
— office furniture, equipment and vehicle 
— computer equipment purchase 


Unclassified 
Total Operating 


Relocation 
—leasehold improvements 
— professional services 
— supplies and equipment 


Total Relocation 
TOTAL 


1987 1986 
$ 4,588 $3,475 
656 496 
50 42 
3,294 4,013 
37 35 
300 19} 
175 98 
173 100 
72 60 
11 i 
91 114 
362 VA 
117 123 
39 36 
155 113 
178 165 
242 121 
394 413 
10 13 
90 83 
49 184 
256 269 
100 85 
184 046 
83 70 
8,412 6,965 
1,694 
240 
44 
1,978 
$10,390 $6,965 


1985 1984 1983 
$2,969 $2,696 $2,479 
460 420 397 
23 
3,452 3,116 2,876 
35 OZ 60 
15g. 122 115 
62 62 101 
47 34 46 
17 i 12 
35 20 16 
37 
10 20 14 
24 zi ll 
104 67 65 
132 WAT 82 
301 378 381 
8 4 4 
67 67 32 
183 
268 155 141 
o2 94 43 
96 56 79 
9,049 4,387 4,074 
$5,049 $4,387 $4,074 
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ACTUARIES’ OPINION 
THE TEACHERS’ SUPERANNUATION FUND 


The Teachers’ Superannuation Fund is financed by: 


i) contributions by teachers at the rate specified in the Teachers’ Superannuation Act; 


ii) contributions by the Province and other specified employers that match the teachers’ 
contributions; and 


ii!) special payments by the Province and other specified employers in amounts which, when 
added to the teacher and matching contributions, are sufficient to finance the benefits payable 
from the Fund and meet the funding requirements under the Ontario Pension Benefits Act. 


We have made an actuarial valuation of the Fund as of December 31, 1986. On that date, the teacher 
and matching contributions were at the rate of 6.9% of salary less 1.8% of the part of a teacher’s 
salary between the Year’s Basic Exemption and the Year’s Maximum Pensionable Earnings under 
the Canada Pension Plan. We determined in the actuarial valuation that special payments to the 
Fund were not required after December 31, 1986. 


In our opinion, the actuarial value of the assets of the Fund on December 31, 1986 and of the 
future teacher and matching contributions exceeded the actuarial value of all benefit obligations 
under the Teachers’ Superannuation Act with respect to both the past and future service of all 
active, inactive and retired teachers who began teaching at any date before December 31, 1986. 
Notwithstanding the foregoing opinion, emerging experience differing from the assumptions that 
we used will result in gains or losses that will be revealed in future valuations. 


Various amendments will be made to the Teachers’ Superannuation Act to bring it into compliance 
with the Pension Benefits Act, 1987. The effect of those amendments will be described in a future 
actuarial report. 


The above results do not take account of the escalation benefits and the contributions by teachers, 
the Province and other specified employers that are provided under the Superannuation Adjustment 
Benefits Act. 


In our opinion, the data on which the above valuation results are based are sufficient and reliable 
for the purpose of the valuation, the assumptions used are adequate and appropriate for the purpose 
of the valuation, and the methods employed are consistent with sound actuarial principles. 


Sa 


M. David R. Brown, F-C.1.A. Patrick F. Flanagan, F-C.I.A. 


HIGHLIGHTS OF ACTUARIAL REPORT 


The actuaries’ opinion and note 4 to the financial statements are based on the actuarial valuation of 
the Fund as of December 31, 1986. The last previous triennial actuarial valuation of the Fund was 
conducted as of December 31, 1984. 


The December 31, 1986 valuation results are not directly comparable with those of previous valua- 
tions because of a change in actuarial methodology. Under the previous methodology, the present 
values of both the assets and liabilities were determined by discounting future cash flows at the 
assumed long-term interest rate of 7%. On the asset side, the result was to increase the actuarial 
value of the assets substantially above the book value reported in the financial statements of the Fund. 


Under the new methodology, the assets are carried at book value and the liabilities are determined 
by using “streamed” interest rates which reflect both the current high level of interest rates being 
earned on the Fund’s assets and the projected long-term rates to be earned on future investments. 


The change in methodology reduces both the assets and liabilities by roughly one-third. The actuarial 
surplus is similarly reduced. It is important to recognize that this reduction in the absolute amount 
of surplus does not indicate a deterioration in the funded status of the plan. The ratio of surplus to 
actuarial liabilities is approximately the same under both methods of measurement. 


The process followed in this valuation included a review of all actuarial assumptions and methods. 
In addition to the change in methodology described above, the following decisions were made as a 
result of that review: 


¢ The long-term interest and salary projection assumptions were the same as those used in the 
previous valuation. 

¢ The short-term interest and salary projection assumptions were updated to reflect recent 

experience. 

Some of the demographic assumptions were modified to reflect recent experience. In particular, 

the assumed rates of early retirement were increased to reflect, in part the continuing trend of 

recent experience. 


HIGHLIGHTS OF ACTUARIAL REPORT (ontinuca) 


The projected cash flow and fund balance is presented on the following page. In the projections, 
the same data and actuarial assumptions were used as those in the valuation of the Fund as of 
December 31, 1986. It was also assumed that: 


(i) the distribution of new entrants by class, age, sex and salary would be the same as that for 
teachers who had less than one year of qualifying service in the fund as of December 31, 1986, 
except that the assumed starting salaries would be increased each year in accordance with the 
assumed rates of general salary increase; and 


(ii) the contribution and benefit rates would be those as described in the Teachers’ Superannuation 
Act, 1983. 


(iii) the number of active teachers would remain at the December 31, 1986 level. 


Given the number of assumptions required and the volatility of the underlying variables, it is not 
possible to predict the future cash flow of the Fund very accurately. However, the projections are most 
useful for two purposes: 


(1) To identify trends such as changes in the relative size of contributions and interest payments; and 
(2) To provide some idea, however imperfect, of the direction and magnitude of changes in the net 
cash flow. 


GLL'6C 6EP'C L08 Ol L6L 9nE Scr? = 8 00 e8E 966T 
9EE'1Z Gee's GIk 6 LOL TSO'E $622 = i 68E LOE S661 
100°SZ LEGS GVO 6 €e9 668° LEL‘? 3 iz VIE 1S€ v66l 
P8L'0 60°C 68S 8 DLS 919° 0661 a Z SVE VEE e661 
069'02 £261 9ES 8 86S 60S'% 6S8'T as 9 LOE LIE 6661 
LILI S€8'T 667 8 16P Coe UT a 9 60€ O0€ 1661 
88°91 Gol I SOP L 857 L8U% 6ST = 9 COE 182 0661 
291 SI pE9'T 807 L 10V C0 = 69F'T ‘- S 962 CLG 6861 
87S'€1 1ST VE L Lee G88T  6¢E'T = s 682 696 8861 
/86'TI 6rr'T 862 ) 666 LVLT O8IT = 4 OTE GGG L861 
$ $ $ $ $ $ $ $ $ $ $ 
eourled PUNY MOLY YSe) MoM  sasuedxy sjuswARG MOU, ysataqU] syuowAeg ssodojdwry soulacIg suoNnquUO) eax 


puy-Teox, 


JON 


[e10], 


aAeNSIUIWpY  jjoueg 


eeY 


(SUOI[IWg UI SeInsyy |e) 


HONV1Vd CNN GNV MOTA HSVO Ga.Loafodd 


[efoeds 


22UIO 


ouL 


Aq suornqiyu0) 
SUTYD}e I] 


Siayoray, 


—————EE——E — 


WORKSHOP SCHEDULE 


1988-1990 


The workshops on retirement matters, sponsored by the affiliates of the Ontario Teachers’ Federation, 
will be held during the school years 1988-1989 and 1989-1990 at the locations listed below. 

At that time, anyone may submit a request to the local affiliate for a personal interview with a 
representative of the Teachers’ Superannuation Commission. 


1988-89 1989-90 
September 30-October1 — St. Catharines October 6-7 Sudbury 
October 14-15 Goderich October 20-21 Bracebridge 
November 4-5 Elliot Lake November 10-11 Renfrew 
November 18-19 Chatham November 24-25 Cambridge 
December 2-3 Hamilton December 8-9 Mississauga 


January 27-28 
February 10-11 
February 24-25 
March 31-April 1 
April 21-22 


May 12-13 


Metro- Toronto 
Ottawa 
London 
Belleville 
Kapuskasing 


Thunder Bay 


January 26-27 


February 9-10 
March 2-3 
March 23-24 
April 20-21 


May 11-12 


Metro-North York 
Windsor 

St. Thomas 
Kingston 
Kirkland Lake 


Kenora 


Membership of the Commission 


During 1987, Ms. Josephine Stemerowicz 
resigned from the Commission after 8 years 
of service. She was replaced by Ms. Susan 
Hildreth starting September 1987. 
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Communications 


This Annual Report has been prepared by 
W.F. Morneau & Associates, Communications 
Consultants to the Commission. The Commission 
is interested in your comments on this publication 
and we would kindly ask you to send them to: 


Communications Department 
Teachers’ Superannuation Commission 
5650 Yonge Street, Suite 400 

North York, Ontario 

M2M 4H5 


The information contained in this Annual Report does 
not purport to describe the benefits of the Teachers’ 
Superannuation Act in full detail. Should there be any 
discrepancies the Teachers’ Superannuation Act and 
Regulation will apply. You can obtain a copy of it through 
your school or by writing to the Commission. 
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INVESTING IN YOUR FUTURE 


Teachers’ Conseil du regime 


Pension Plan de retraite des enseignantes 
Boar et des enseignants 


Profile 


n. Ontario Teachers’ Pension Plan 
Board is a new corporation estab- 
lished in 1990 by the Province of 
Ontario. The pension board has two 
fundamental responsibilities: 

—— To administer the pension plan for 
the province's elementary and 
secondary school teachers. 
Pension services are currently 
provided to approximately 
160,000 active teachers, 88,000 
inactive teachers, and 39,000 
pensioners. 

—— To manage the assets of the pen- 
sion plan. With assets exceeding 
$20 billion, the plan ranks among 
Canada’s largest financial 
institutions. 


Originally created in 1917, the 
teachers’ pension plan had historically 
been restricted to investing in Ontario 
debentures. New legislation empowers 
the pension board to pursue a diversi- 
fied investment strategy to help make 
the plan fully funded over the long 
term. The asset mix will include shares 
in Major corporations, money market 
securities and government bonds, and 
other income- producing assets. 

The pension plan is sponsored by 
the government of Ontario in accor- 
dance with the Teachers’ Pension Act, 
1989. The pension plan's eight- mem- 
ber board of directors is appointed by 
the provincial government with five 
directors nominated by the Minister of 
Education and three by the Ontario 
Teachers’ Federation. 


Financial Highlights 


as of December 31 


{in millions of dollars) 


Province of Ontario debentures 15,952 
Other assets 4,449 
20,401 
Adjustment to market values to smooth fluctuations 709 
Total assets 21,110 
Estimated cost of benefits 24,391 
Other liabilities 277 
Total liabilities 24,668 
(Deficiency) of assets over liabilities (33553) 


Our 1990 financial information differs from that of 


previous years. For the first time, assets are at mar- 
Ket value; in prior years, assets were valued at cost. 


The 1990 figures combine the assets of the former 
Teachers’ Superannuation Fund and the portion of 
assets in the provincial government's 


\ > Net Assets: > / 
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Superannuation Adjustment Fund that supported 
cost- of- living increases in teachers’ pensions. 
Consequently, the 1990 results cannot be fully com- 
pared with prior years and should be viewed as the 
benchmark for comparing future financial perfor- 
mance. 


Operational Highlights 
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1990 Increase in Assets 1990 Asset Mix at Market Value 
(millions) (millions) 


Province of Ontario 
Debentures 
$15,952 84% 


Investment Income Money Market 


$1,958 60% Securities 
Sei {|,catete 7% 
Contributions Sc eee Me 
$1,300 39% a 
Canadian Stocks 
$519 3% 
Other . Pa at! 
SO Me anada Bonds 
3 : $293 2% 
1990 Investment Income 1990 Contributions 
(millions) (millions) 


Province of Ontario 
Debentures 
$1,763 90.0% 


Province of Ontario 
Current Service 


EStsjzAS) 45% 
Money Market 
Securities Unfunded Liability 
$188 9.6% $187 14% 
Stocks 

Other Employers 
$6 0.3% $8 1% 
Bonds 
$1 0.1% Members 

$526 40% 

Contents 


ote : : ; Financial Highlights 
— Hiring of the Chief Executive Officer Race to 

Chairperson’s Report 
— Hiring of the Senior Vice- President of Investments Presidents Ronen 


— Creation of the Investment Division and hiring of professional investment managers Management Discussion and 
j j j Analysis 
— Development of an investment strategy and asset mix policy SS ee 
; 4 ' ‘ Financial Statements and Notes 
— Expansion of investments in the Canadian money market i 
Financial Statistics 


— Initial investments in Canadian and U.S. stocks and bonds Gorparate Dicecoe? 


— Reorganization to create a Client Services Division 


Ontario Teachers’ Pension Plan 


Condensed Financial Information 


{in millions of dollars) © 


ies) 


% (2) 
Changes in Money Available Increase 
for Year Ended December 31 1990, (Decrease) 1989 
How Income was Earned 
Investment income — 90% of this income 
from Province of Ontario debentures 1,958 28 ql aete 
Contributions from members 526 42 Siva 
Contributions from Province of Ontario, 
including interest 579 43 404 
Contributions from other employers 8 42 6 
Contributions from Province of Ontario 
for unfunded liability 187 
Other sources of income 33 83 18 
Total income earned 3,291 41 2,331 
How Income was Used 
Decline in the market value of 
investments over the year 926 
Cost of benefits 761 70 448 
Administrative costs 20 30 16 
Total income used 1,707 268 464 
1,584 (15) 1,867 
Increase in Estimated Cost of Benefits 1,770 
(increase in Deficiency) in Money Available (186) 
Position at Year End 
How Much Money is Available 
Fixed income investments held mainly 
in the form of Province of Ontario debentures 16,245 (6) 17,262") 
Investments in money market 1,385 394 281 
Stocks 1,324 
Contributions earned but not yet received, 
primarily from Province of Ontario 945 27 744 
Interest and dividends earned but not yet received 502 8 464 
Cash 27 
Total money invested 20,401 ) 18,778 
Adjustment to market values to smooth | 
fluctuations &! 709 
Total money available 21,110 te 18,773 
How Much Money will be Needed 
Estimated cost of benefits for service , 
prior to December 31 24,391 44 21,9128 
Other liabilities 277 16 23 
Total money needed 24,668 14 22,150 


(Deficiency) in Money Available (3,558) 6 (3,372) 


(1) Restated to market value for comparative purposes. 
(2) Percentage change based on audited financial statements and not the above rounded amounts. 


(3) For the purpose of valuing liabilities, realized and unrealized gains and losses are amortized over five years. 


Gerald K. Bouey 
Chairperson 


WW. have just completed a 


watershed year in the long history of 


the Ontario teachers’ pension plan. For 


the first time since the plan’s creation 
more than 70 years ago, new legisla- 
tion enabled us to broaden invest- 
ments beyond non- marketable 
provincial debentures. We acted 
promptly — first, by expanding into 
high- yielding, short- term money mar- 
ket securities, such as treasury bills 
and bank deposits; then, later in the 
year, by purchasing stocks and 
bonds. 

These were the first deliberate 
steps toward building a diversified 
investment portfolio that, under our 
new mandate, will contribute to mak- 
ing the pension plan fully funded. By 
diversifying investments, we believe 
the plan will generate a sufficient and 
reliable cash flow to provide Ontario's 
teachers with secure retirement 


income. 


i ..a-c of directors 


Overseeing the corporation’s new 
mandate is a knowledgeable and 
enthusiastic group of directors, who 
contribute considerable depth and 
diversity of expertise. 

The board of directors ensures 


Chairperson’s Report 


that the Teachers’ Pension Plan Board 
fulfils the investment and administra- 
tive obligations set out in the 
Teachers’ Pension Act, 1989, and com- 
plies with further requirements of the 
Pension Benefits Act, 1987. 

The board of directors, which 
meets monthly, provides overall 
policy direction and approval, with 
day- to- day management delegated 
to the Chief Executive Officer and 
his staff. 


Three committees have been estab- 
lished to focus on areas of particular 
concern. Kach committee is balanced 
between government and teacher rep- 
resentatives. The names of the com- 
mittee members are listed at the end 
of this report. 


The Benefits Adjudication Commit- 


tee deals with appeals by plan 
members of staff decisions on 
such matters as pension eligibility 
and entitlements. The committee 
heard 17 appeals in 1990, mostly 
concerning teachers whose appli- 
cations to purchase interrupted 
years in pension service had been 
denied. In two- thirds of these 


cases, Staff decisions were upheld. 


a L 


—— The Audit and Actuarial Ee ecutive leadership 
Committee protects the plan's A priority in 1990 was to ensure that 
financial integrity by overseeing the Teachers’ Pension Plan Board had 
the work of internal and external the management leadership to pursue 
auditors. It is also responsible for its broadened and more complex 
ensuring that the plan’s liabilities mandate. Our search for executive 

: are independently valued at least expertise culminated in August with 

every three years. the hiring of Claude Lamoureux as 

—— The Investment Committee sets President and Chief Executive Officer. 
the asset mix policy and invest- With 25 years’ experience in the finan- 
ment guidelines, approves individ- cial services industry in both Canada 
ual investments that exceed speci- and the United States, he has proven 

J.Clarry fied dollar limits, and monitors the experience in ail aspects of invest- 

overall investment performance. ment management and actuarial and 
All directors of the board are pension matters. 
members of this committee. Two We also selected Bob Bertram, for- 
further representatives are mer Treasurer of AlbertaGovernment — 
appointed by the Ontario Telephones, as Senior Vice-President | 
Teachers’ Federation. of the new Investment Division. | 


Oe) change 
During recent months, several experi- 
enced professionals were hired in the 
Investment Division to carry forward 
our assignment of developing a diver- 
sified investment portfolio. 

At the same time, other funda- 
a p. M¢Andless mental organizational changes, 
© Cook Bennet De including management realignments, 
have been made to enhance services 
to the current and retired teachers of 


Ontario. 


L 
Gab Medland 


iw a 
Bic —— 


M. Wilson 
L, Sullivan 


We now have a well- structured 
and professionally staffed organiza- 
tion that has begun the task of mov- 
ing the teachers’ pension plan toward 


G, Porter 


being fully funded. 
A investment Committee 
cknowledgements Gerald K. Bouey, former governor of The Bank 


of Canada. Chairperson of the Board. 


John H.C. Clarry, counsel with McCarthy, 
Tétrault, barristers and solicitors. 


On behalf of my fellow directors, | 
thank our plan members for their 
support and patience during a period 
of fundamental change in our organi- 


Gail Cook-Bennett, Executive Vice- President 
of Bennecon Ltd., former economics professor at 
the University of Toronto and senior executive 
with the C.D. Howe Research Institute. 


zational and business focus. 

also want to thank members of 
the staff for their commitment to the 
new goals of the Ontario Teachers’ 
Pension Plan Board. The contribution 


of Dan McArthur, who led our prede- 


Duncan Green, former Director of Education 
for the Toronto Board of Education and 
Assistant Deputy Minister with the Ministry of 
Education. Chairperson of the Benefits 
Adjudication Committee. 


*Doug McAndless, former public school teacher 
and past president of the Ontario Teachers’ 
Federation. Chairperson of the Audit and 
Actuarial Committee. 


C. Edward Medland, former Chief Executive 
Officer of Wood Gundy Inc. Chairperson of the 
Investment Committee. 


cessor organization for more than 
seven years and acted as chief execu- 
tive officer of the new organization 


- for the first half of 1990, was particu- *Lynne Sullivan, principal with William M. 
Mercer Limited and leader of the Mercer human 
rights and employment equity consulting prac- 


tice in Canada. 


larly valuable. 


We appreciate the assistance of 


o s bs j S 7.0) UC ili aS J 
the Ministry of Treasury and Margaret Wilson, Secretary- Treasurer of the 


On behalf of the board Ontario Teachers’ Federation, past president of 
Economics, which administered our Of directors the federation, and former secondary school 
9 ; : oe : teacher. 
investments during the first half of : 
*Martin Hicks, investment consultant with 
the year. Finally, we are grateful to extensive experience in the Canadian and US. 
j investment industries, and former senior execu- 
) Barry Gardiner and Joan MacCallum, SER 5 ES HOE 
members of the government's transi- *Gary Porter, partner of Porter Hétu, certified 
tion team, for assisting us with our general accountants, and former investment and 
trust manager with a major trust company. 
new mandate. Gerald K. Bouey 
Chairperson * nominated by the Ontario Teachers’ Federation 


May 1, 1991 


Claude Lamoureux 


President an 


d Chief 


Executive Officer 


President’s Report 


5 nmany respects, 1990 was a new 
beginning for the teachers’ pension 
plan. 

First, we assumed direct control 
of, and responsibility for, the com- 
bined assets of the Superannuation 
Fund and that part of the provincial 
government's Superannuation 
Adjustment Fund related to teachers’ 
pensions. 

Second, we began to hire invest- 
ment professionals who will ensure 
that we diversify these assets in a 
prudent and orderly manner into a 
dynamic investment portfolio. 

Third, we made a renewed pledge 
to bring about improvements in the 
way we deal with and care for our 
clients, the current and retired teach- 
ers of Ontario. 

These changes reflect our new 
personality as an investment fund 
manager while reminding us that our 
raison d tre is to administer the pen- 
sion plan to the highest professional 
standards possible in supplying mem- 
bers with an assured retirement 
income. 


One structure 
We have organized our resources, 
which include approximately 280 


staff members, to concentrate on two 
core businesses. One is to manage the 
investment of assets through the new 
Investment Division, which was inau- 
gurated in October, 1990. The other is 
to provide members with benefits and 
pension services through our new 
Client Services Division, established in 
January, 1991. Assisting both divisions 
are five departments — finance, com- 
munications, human resources, law, 
and internal audit. 


Peccteniee strategy 
Our strategy is to develop a balanced 
portfolio of assets that will produce 
optimum investment returns over 
time at a moderate level of risk. A 
prudent investment philosophy will 
protect the security of assets and 
emphasize reliability of income. 

Over the long term, we see a port- 
folio that is two- thirds equity and 
one- third debt. The equity component 
will principally be shares in major 
corporations, but it will also include 
assets such as income- producing real 
estate. The main elements of the debt 
component are short- term money 
market investments, federal and 
provincial bonds, and high- quality 
mortgages. 


Bringing about a change in our 
asset mix is a formidable task. We 
began 1990 with net assets of $18.5 
billion, mostly non- marketable 
Ontario debentures. During 1990, 
approximately $2.3 billion in new 
funds became available for 
investment. These funds are derived 
from: 

—the pension contributions of 
teachers, 

—the matching contributions of 
employers, 

— government payments for the pre- 

_ 1990 unfunded liability, and 

~ portfolio income, net of benefit 

payments. 

By year end, $3 billion was invest- 
ed in the money market and Canada 
bonds, and the Canadian and U.S. 
stock markets. This left $16 billion, or 
84 per cent of investments, still in 
provincial debentures, indicating the 


magnitude of the challenge we face in 


changing the asset mix to create a 
balanced investment portfolio. 


\V A policy 


Our stock market investments mean 


| 
i 


that the pension board will be a vot- 
ing shareholder in numerous corpora- 


is 5 
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Bob Bertram, Heather Hunter, 


tions. Our votes will be exercised in 
the best interests of the plan. 


AB ustion of liabilitie: 


A priority is to determine the size of 
the liabilities of the pension plan on 
January 1, 1990. We retained an inde- 
pendent actuary to prepare a going 
concern valuation, which has been 
submitted to the Treasurer of Ontario 
and Minister of Education in accor- 
dance with the Teachers’ Pension Act. 

The act states that the pension 
board is to file this initial statutory 
valuation with the Pension 
Commission of Ontario only after the 
minister and treasurer have advised 
us to do so. 

The act requires the plan sponsor 
to make up the pre-1990 funding defi- 
ciency through special payments over 
the next 40 years. 

Beginning in 1991, pension plans 
are required by the Canadian Institute 
of Chartered Accountants to deter- 
mine management's best estimate of 
the cost of the future benefits for ser- 
vice already completed by members. 
The accounting valuation indicated 
that liabilities exceeded assets by $3.6 
billion. Further information is pro- 
vided on page 1/4. 
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George Engman, Brian Muzyk 


Investment Division 


Bob Bertram, Senior Vice-President; former Treasurer of 
Alberta Government Telephones 


Patricia Murphy, Vice-President, Fixed Income; former 
Vice- President of Financial Futures and Options at 
CIBC/ Wood Gundy Ine. 


Heather Hunter, Vice-President, Equities: former 
Investment Vice-President, Corporate Surplus Investments, 
at Confederation Life. 


Brian Muzyk, Vice-President, Real Estate; previously 
Director of Investments with the Manitoba Teachers’ 
Retirement Allowances Fund Board. 


George Engman, Vice-President, Research and 
Development; former corporate and institutional invest- 
ment consultant and North American Fund Manager for 
a Middle Eastern investment fund. 


Lynn Patterson, Portfolio Manager, Canada Bonds; 
previously Vice President, Fixed Income, at CIBC/Wood 
Gundy Inc. 


Rosemary Zigrossi, Manager, Investment Accounting; 
former Assistant Vice-President at Morgan Bank of 
Canada and a Chartered Accountant with Peat Marwick 
Thorne. 


Lynn Patterson, Rosemary Zigrossi 
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(sien services 


While our new role as investment 
manager of the teachers’ pension 
fund is a major source of change, we 
have also taken steps to do a better 
job of providing services to members. 
Our new Client Services Division is 
under the leadership of Vice- 
President Bill Foster, who served with 
our predecessor organization for 
more than three years. 

The main thrust of the division is 
to improve the ability of current and 
retired teachers to access the organi- 
zation for information and service on 
pension matters. A member now deals 
with the same individual until a 
transaction is completed. We are cur- 
rently conducting a customer survey 
to identify further areas where our 
services can be improved. 

In 1990, 2,473 teachers retired, 
compared with 4,639 in the previous 
year. The 1989 figure included 2,243 
teachers who took advantage of the 
final opportunity to retire early on 
unreduced pensions. Under this provi- 
sion, teachers with at least 10 years’ 
experience who were 55 years of age 


or older could retire with an unre- 
duced pension without the 90 factor 


(the normal requirement). 

We expect approximately 2,700 
applications for pension benefits in 
1991. Increasing numbers of retirees 
are projected through the 1990s and 
the first decade of the new century. 
The typical teacher is 41 years’ old 
and has 14 years’ service. 

In 1991, we expect a significant 
increase in applications from teachers 
with interrupted careers to purchase 
credited service to make up for time 
away from the classroom. Many 
teachers who have received refunds 
will repay them. Other teachers will 
choose to buy back time for absences 
for such reasons as pregnancy, Out- 
of- province teaching, or working in 
business and industry. For applica- 
tions made after 1991, teachers may 
have to pay the actuarial cost of the 
benefit. 

While teachers have this opportu- | 
nity to increase their pensions, it will 
also increase future liabilities. As 
many as 30,000 teachers could apply 
for improved credits. 
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Membership Profile* 


Active Members 
—~ Women 53% 


Men 28% 


Pensioners 
Women 12% 


Men 7% 


*excluding inactive teachers 


Js “pita ala costs 


_ The cost of managing the pension 
plan increased by 30 per cent last 
year to $20.3 million. Higher adminis- 
trative expenditures reflected costs 

associated with preparing for our 
new role as an institutional investor, 
increased salaries and benefits for 
new and existing staff, a greater com- 
mitment to member communications, 
and an increased need for profession- 
al consulting and legal services. 

Expenditure levels are a concern 

and are being addressed. We have 
introduced new programs and sys- 
tems to monitor and analyze the costs 
_ of all services we provide. 


OD uctcok 


It will take several years to imple- 
ment our investment policy, and to 
achieve a balanced asset mix because 
of the size of the provincial debenture 
portfolio. 

However, we are excited by the 
magnitude of the challenge we face, 
and by the opportunity to do a great 
job for both the teachers and people 
of Ontario. 


OC Jorerigs 


Claude Lamoureux 


President and Chief Executive Officer 
May 1, 1991 


Mianagement Discussion 


and Analysis 


~~ he Ontario Teachers’ Pension Plan 
Board functions as an investment 
company and a pension plan adminis- 
trator. It is responsible for gathering 
the contributions of plan members and 
the plan sponsor, investing those con- 
tributions in diversified assets, manag- 
ing the assets for long- term growth, 
and providing pensions to members. 
Plan members include 160,000 active 
teachers, 88,000 inactive teachers, and 
39,000 pensioners. The plan sponsor is 
the Province of Ontario. 

As an investment manager operat- 
ing in the public marketplace, the pen- 
sion board is committed to full disclo- 
sure of its investment activities and 
financial performance to plan mem- 
bers, the provincial government, and 
the investment and business commu- 
nities. In this respect, the pension 
board is trying to follow the reporting 
standards of public companies. 

Consequently, this annual report 
includes a Management Discussion and 
Analysis section that attempts to dis- 
close and discuss financial material in a 
manner that enables our stakeholders 
to look at our performance through the 
informed eyes of management. 


a istorical 
perspective 

During the first 72 years of its exis- 

tence, the pension plan was restricted 


by legislation to investing exclusively 
in Province of Ontario debentures. 
After considerable study, the govern- 
ment recognized in the late 1980s the 
merit of allowing certain public- sector 
pension plans to diversify their assets 
so they could improve their financial 
performance and move toward being 
fully funded. 

The process culminated in 1989 
with legislative approval of the 
Teachers’ Pension Act and the subse- 
quent formation of the Ontario 
Teachers’ Pension Plan Board to 
replace the Teachers’ Superannuation 
Commission. 

On January 1, 1990, we assumed a 
$16- billion portfolio of non- mar- 
ketable debentures. With original 
terms of 20 to 25 years, the last of 
these debentures are scheduled to 
mature in 2012. The debentures cur- 
rently have a weighted- average 
coupon rate of 11.25 per cent. 


CS.enera investment 
policy 

The pension board endeavours to 
manage the plan so that it earns the 
best possible rate of return, consistent 
with a moderate level of risk. The basic 
need is to generate sufficient earnings 
above the inflation rate to cover the 
costs of indexed pension benefits. 
Teachers’ pension payments are linked 


Asset Mix Goal 


— 1/3 Fixed-income 
Securities 


— 2/3 Equities 


to the Consumer Price Index to a max- 
imum inflation adjustment of eight per 
cent in a single year, with any excess 
carried forward. 

In the long term, we have estab- 
lished as our investment goal a real 
rate of return (i.e., after allowing for 
inflation) of 4.5 per cent per annum on 
a five- year moving average. Our 
expectation is to meet this challenging 
goal once the portfolio has achieved an 
acceptable asset mix. 


. = 


investment strategy 
In 1990, approximately $2.6 billion 
was available for investment. These 
funds came from three sources — 
almost $2 billion in income from the 
investment portfolio, about $350 mil- 
lion from debenture maturities, and 
the balance from the contributions of 
plan members and the sponsor, net of 
pension payments. 

During the first nine months of 1990, 
available funds were invested in the 
short-term money market. The initial 
strategy was to have liquid assets 
available for re- investment in other 
assets when professional investment 
managers were on staff later in the 
year. The strategy proved fortuitous; 
interest rates on treasury bills and bank 
deposits were high for much of 1990 
and outperformed stocks and bonds. 


; 


(per cent) 
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Historical Comparison of Inflation 
and Return on Investment in Canada 


1930s 1940s 1950s 


Once professional investment 
managers were on staff, we began to 
diversify into stocks between mid- 
October and year end, and into bonds 
during December. Again, the timing 
was fortuitous. Interest rates moder- 
ated in the final quarter of the year 
and stock markets began to rally. 

By year end, we had $519 million 
nvested in Canadian shares (three per 
sent of invested assets at market 
value) and $805 million in U.S. shares 
four per cent). The higher level of U.S. 
nvestment reflects the ability of the 
nuch larger US. market to absorb pur- 
shases without disruption. 

Canada bonds, valued at $293 mil- 
ion, represented two per cent of 
_nvested assets, and money market 
| nvestments totalled $1.4 billion (seven 
der cent). Ontario debentures still 
overwhelmed the asset mix at $16 bil 
‘ion, or 84 per cent of invested assets. 

In 1990 we retained three external 
‘und managers to purchase shares in 
Companies that make up the TSE 300 
‘ndex on the Toronto Stock Exchange 
and another fund manager to assem- 
le a portfolio that mirrors the S&P 
500 Index on the New York Stock 
‘xchange. 

‘These indices monitor the share 
Jerformance of well-established cor- 
yorations in across- section of the 
sconomy. 
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Investing in a market index fund is 
an efficient way to assemble a large 
portfolio of shares. Acquiring an index 
fund also recognizes that it is extreme- 
ly difficult for professional managers 
to “beat the market’ with any consis- 
tency over the long term. These index 
funds will form the core of our 
portfolio. 

The value of the debentures was 
written up by $1.452 billion on Janu- 
ary 1, 1990, reflecting a change in the 
basis of valuation from cost to market. 
Rising interest rates during 1990 
reduced the imputed market value of 
the provincial debentures by over 
$950 million. However, the drop in 
market value recorded in 1990 was 
recouped in the first quarter of 1991 as 
interest rates declined. 

Because of the long- term nature 
of our portfolio, each one per cent rise 
in the level of interest rates decreases 
the market value of the debenture 
portfolio by seven per cent. Con- 
versely, each decrease of one per cent 
in the interest rate increases the mar- 
ket value by seven per cent. Fluctu- 
ations in interest rates will continue to 
cause large changes in the market 
value of the debentures and in the 
value of the portfolio. 

We are developing a staff capabili- 
ty as an active investor in the shares of 
individual Canadian companies that 


we believe offer fundamental value 
and exceptional long- term growth 
potential. This portfolio will comple- 
ment the TSE 300 Index fund and 
could improve long- term rates of 
return. 


investments at 
December 31, 1990 


(millions) 

Market Cost 
Province of Ontario 
debentures $15,952 $15,468 
Money market 
securities 4) otate) ess 
U.S. stocks 805 WHE: 
Canadian stocks 519 505 
Canada bonds 293 294 


$18,954 $18,425 
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1990 Canadian Stocks by Sector 


Financial Services 


~ Oil and Gas 


Gold and Silver 


- Industrial Products 


~ Utilities 


~ Consumer Products 


— Metals and Minerals 


— Merchandising 


——— ‘@ther* 


15.8% 


11.4% 


10.3% 


10.1% 


7.1% 


20.9% 


*includes communications, management companies, transportation, 
paper and forest products, pipelines, and real estate and construction 


ba. investment 
strategy 
Over the long term, we will assemble a 
diversified portfolio of assets that bal- 
ances different risk profiles. These 
assets will be two-thirds equities and 
one-third debt securities. 
Equity involves the ownership of 
assets, such as corporate shares and 
real estate, that offer both income 


growth and capital value appreciation. 


The performance of equities can vary 
greatly in the short term, although 
these assets have historically pro- 
duced reliable long- term growth. In 
general, we will focus on the long- 
term performance of our investments 
which is required to meet our long- 
term liabilities, i.e. fully indexed 
pensions. 

The following lists our equity port- 
folio ranges by asset class. In accor- 
dance with the policies of the Ontario 
government, and with the approval of 
the Ontario Teachers’ Federation, our 
portfolios exclude the shares of cor- 
porations with significant invest- 
ments in South Africa. 

~~ Canadian equities - 20 to 50 per 
cent of total assets 

Stock markets are volatile in the 

short term and can produce nega- 

tive returns within a single year. 

However, the shares of major cor- 


L 


porations tend to produce rising 
dividend income and capital 
appreciation over longer economic 
cycles. This component of the 
portfolio will take time to achieve 
because the available capitaliza- 
tion of the companies listed on the 
TSE 300 is less than $160 billion. 
US. equities - 5 to 10 per cent 

The US. market has a much wider 
choice of shares in major corpora- 
tions than is the case in Canada. 
For example, the S&P 500 has a 
capitalization of $2.2 trillion. Early 
in 1991, we were within the target 
range for US. shares. This compo- 
nent will grow in step with the 
overall expansion of our asset 
base. 

Off-shore equities - up to 10 per 
cent 

Opportunities exist to benefit from 
long- term growth in companies 
elsewhere in the world. This year, 
we will acquire shares in 
European, Australian, and Far 
Eastern firms through external 
fund managers. 

Real estate - 5 to 20 per cent 
Income- producing real estate, 
such as office buildings, retail 
malls, and industrial properties, 
offer superior long- term invest- 
ment returns. Rental income nor- 


1990 U.S. Stocks by Sector 


Consumer 
Non-Durables 


— Utilities 


+, Energy: 


— Health 


—— Finance and Building 7 


Capital Goods qi 


Retail 6 


= * Other* 18 


*includes consumer durables, office equipment, chemicals, 
forest, metals, and transportation 


mally comprises 70 per cent of 
total investment performance, 
with capital growth representing 
30 per cent. Real estate, however, 
has low liquidity compared with 
stocks and bonds. 

—— Other equity positions - up to 5 per 
cent 
We will consider investments in 
private corporations, resource 
properties, and special situations. 
However, this component of our 
asset mix is not a high priority and 
will take several years to acquire. 


) 


Debt securities have fixed rates of 
income for fixed terms, although their | 
market value fluctuates in response to 
prevailing interest rates. 

— Money market investments - up to. 
20 per cent 
These are short-term debt securi- | 
ties, such as treasury bills and 
bank deposits. Their principal 
attraction is liquidity. 

—— Long-term debt securities - up to 
30 per cent 
These include federal and provin- 
cial bonds, as well as index- linked 
mortgages. Fixed- income invest- — 
ments are less volatile than stocks 
and produce more predictable | 
long- term returns. 


Cc hanges in 


accounting policies 
“he Canadian Institute of Chartered 
\ccountants (CICA) has issued gener- 
lly accepted accounting principles 
GAAP) for pension plans, effective in 
iscal 1991. We have decided to comply 
vith these standards, contained in 
ection 4100 of the CICA Handbook, a 
ear in advance. 

The key requirement is to provide 
| best estimate of the plan’s account- 
1g liabilities at year end to assist plan 
nembers in assessing the overall 
ecurity of their future pension bene- 
its. This has been provided in our 1990 
‘inancial statements; prior years’ 
tatements focused mainly on the net 
ssets. The accounting valuation is 
iscussed later in this report. 

The new GAAP also requires 
ivestments to be valued at market 
istead of cost. This has been done in 
ur 1990 financial statements, 

Ithough the 1989 results remain at 

ost. Caution is required, therefore, in 

laking line-by-line comparisons 

etween the 1989 and 1990 financial 
tatements. 
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| Province of Ontario debentures 


Equities 
Debt securities 


19390 Rates of Return by Asset Class 
(based on market value) 


% 
9.36 
Sear 


13.20 


| Overall 
| = en 


FE nancia performance 

-—- 19930 
The pension plan performed relatively 
well in 1990, registering on a market 
value basis a 5.6 per cent rate of return. 
This compared with an average rate of 
return of minus 0.3 per cent for bal- 
anced pension funds and minus 2.6 per 
cent for a composite index of diversi- 
fied assets, according to information 
compiled by TPF&C Limited. 

The following analysis is based on 
the results as presented in the 1990 
audited financial statements. 

The plan began 1990 with net assets 
of $18.5 billion, after adjusting the his- 
torical cost ef the provincial deben- 
tures to their estimated market value. 

During the year, $3.3 billion of 
income was earned. The largest portion 
was investment income of nearly $2 
billion. For the first time, stocks and 
bonds contributed to investment 
income, although 90 per cent continued 
to come from Ontario debentures. 

The second principal source of 
income was plan contributions of $1.3 
billion. This included a $300- million 
increase in employee and employer 
contributions largely as a result of the 
Teachers’ Pension Act which, beginning 
in 1990, integrated that part of the gov- 
ernment’s Superannuation Adjustment 


5.60 


“from October to December only 


Fund related to teachers into the pen- 
sion plan along with the indexation 
benefits. The act also provided fora 
one per cent increase in the contribu- 
tion rate. The 1990 contributions 
included $187 million from the Ontario 
government as an interim payment for 
the pre- 1990 unfunded liability. 

Expenditures increased during the 
year as a result of higher payments for 
retirement, disability, and survivor 
pensions. These totalled $742 million, a 
$307 million increase over 1989. This is 
largely due to the plan assuming full 
responsibility in 1990 for paying cost- 
of- living increases, which had previ- 
ously been paid by the provincial gov- 
ernment out of the Consolidated 
Revenue Fund and that portion of the 
Superannuation Adjustment Fund 
related to teachers. The increase in 
benefits also reflected growth in the 
number of pensioners. 

Fluctuations in the market prices of 
debentures and stocks caused the mar- 
ket value of the investment portfolio to 
decrease by $926 million during 1990. 
However, because we had written up 
the value as of January Ist by $1452 bil- 
lion, the value at year end was higher 
than it would otherwise have been. 
While the debentures cannot be sold, 
their value can be determined by dis- 
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Number of Pensioners 
(thousands) 


So ms 
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counting cash flow at the vield that 
could be obtained from similar Ontario 
bonds. The discounting of future cash 
flows resulted in a reduction of market 
value because interest rates rose dur - 
ing the year. 

When benefit payments and other 
costs. plus the decline in the market 
value of assets, are deducted from 
investment income, contributions, and 
other revenues, the plan concluded the 
year with SL6 billion of new income to 
meet pension obligations. When this is 
added to the net assets at the start of 
the year. the plan completed 1990 with 
net assets available to meet future 
benefits of $20.1 billion. 


eta. and asset/ 

liability management 
Pension plans are prohibited from 
borrowing for investment purposes, 
although they can incur loans for up to 
90 days for operating purposes. 
Annual contributions and other 
income are well in excess of annual 
pension payments and other liabilities, 
and are expected to remain so for 
many years. Our liquidity require- 
ments are mainly for meeting the pay- 
ment of pension benefits, the costs of 
the investment program. and regular 
administrative costs. 
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Bl nitial funding valuation 

When we assumed responsibility for 
the teachers’ pension plan. it Was 
known that the value of assets in the 
plan plus the value of future contribu- 
tions at current rates were insufficient 
to meet the future pension benefits of 
existing plan members. 

The Teachers’ Pension Act 
required the pension board to retain 
an independent actuary to determine 
the statutory liabilities on January 1. 
1990. and the contributions required 
from the provincial government to 
eliminate the past deficiency through 
special payments over a 40-year peri- 
od. Because of the method selected to 
amortize this deficiency, it will grow in 
dollar value over many years before 
decreasing. 

In addition, the Teachers’ Pension 
Act requires the actuary to determine 
a contribution rate that teachers 
should pay, and the government as the 
plan sponsor should match, to ensure 
the plan can properly support future 
benefits and cover related administra- 
tive costs. 

Last year, the pension board 
retained William ML. Mercer Limited, an 
actuarial consulting firm, to prepare 
the valuation and to determine an 
appropriate contribution rate. The 


firm has submitted its report to the 
Treasurer of Ontario and the Minister 
of Education. 


Bsa valuations 

On a continuing basis, two actuarial 
valuations of the plan will be neces- 
sary. One is the statutory valuation 
required by the Teachers’ Pension Act 
and the Pension Benefits Act, 1987. 
which governs all pension plans in 
Ontario. The legislation calls for a | 


funding valuation at least every three 
years. The other valuation is the new 
requirement of the CICA. 


The statutory valuation takes into 
account current assets and current 
liabilities, and the future contributions 
and benefits of existing members. It 
tries to anticipate the value of these 
assets and liabilities over the lives of 
current members. The statutory valua- 
tion uses a “conservative” approach, as 
required by legislation. This means itis 
cautious in making assumptions about 
future events and trends. 


The accounting valuation exam- 
ines how much the plan needs at year 
end to cover the cost of future benefi 
already earned by members, based 0! 
the service completed. Unlike the 
statutory valuation. it does not take 
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New Pensioners 
(thousands) 
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Number of 


Survivor Pensions 
(thousands) 
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into consideration future contribu- 
tions and benefits to be earned by 


members. The accounting valuation 
uses Management's “best estimate” 
assumptions as recommended by the 
CICA. It is intended to be more realistic 
about the long-term future than the 
Statutory valuation. 

The accounting valuation estimat- 
ed the pension plan’s deficiency at the 
1990 year end as $3.6 billion. Because 
it uses more conservative assump- 
tions and different calculations, the 
statutory valuation at the same date 
will produce an estimate of the 
unfunded liability that will be higher. 


aaa outlook 
Our short- term challenge is to develop 
a diversified investment portfolio that 
is balanced by asset class. 

In 1991, we expect to have $2.5 
billion available for investment. Of 
this. only $19 million will come from 
the maturities of provincial debentures. 

In keeping with our investment 
goals, we will increase our holdings of 
Canadian stocks. The U.S. stock port- 
‘Olio is already within our asset mix 


ange and will grow in step with the 
total asset base. We will enter the 


international market through external 
fund managers later in the year. 

Our holdings of Canadian and US. 
bonds will increase during the year, 
and we hope to make our first invest- 
ments in real estate through the pur- 
chase of equity ownership in income- 
producing properties. 


ee ea outlook 
Our investment program will gain 
momentum in the next few years. 
requiring diligence in investing large 
amounts of capital in a variety of 
investment vehicles. In 1992. for 
example. two maturing provincial 
debentures will provide $500 million 
of new funds. We expect to have more 
than $3 billion available for invest- 
ment in 1992 and in each subsequent 
year of this decade. 

Our long-range challenge is to 
invest available funds effectively 
so that the portfolio can provide 
pensions to plan members at a 
reasonable cost to them and the plan 
sponsor. Finally, we will ensure that 
our Clients experience a level of ser- 
vice second to none. 


@) 


WILLIAM M. 


MERCER 


LIMITED 
Actuaries’ Opinion 


We have performed an actuarial valuation of the going con- 
cern liabilities of the Ontario Teachers’ Pension Plan (the 
Plan) as at January 1, 1990, and projected these liabilities 
to December 31, 1990, for inclusion in the Plan’s financial 
statements. We have also valued the Plan’s assets as at 
December 31, 1990, and estimated the unfunded liability at 
that time. 


The valuation of the Plan’s actuarial liabilities was based on: 


* membership data provided by the Ontario Teachers’ 
Pension Plan Board (the Board) as at January 1, 1990; 


- methods prescribed by the Canadian Institute of 
Chartered Accountants for pension plan financial state- 
ments; and 


- assumptions about future events (for example, future 
rates of inflation and future rates of return on the pension 
fund) which have been communicated to us as the Board’s 
best estimate of these events. 


The objective of the financial statements is to fairly repre- 
sent the financial position of the Plan on December 31, 1990, 
as a going concern. This is different from the statutory valu- 


ation (the actuarial valuation required by the Teachers’ 


Pension Act, 1989, and the Pension Benefits Act, 1987), which 
uses actuarial methods prescribed by the Teachers’ Pension 
Act and cautious assumptions about future events to estab- 


lish a prudent level for future contributions. 


While the actuarial assumptions used to estimate liabilities 
for the Plan’s financial statements represent the Board’s 
best estimate of future events, and while in our opinion these 
assumptions are reasonable, the Plan’s future experience 
will inevitably differ, perhaps significantly, from the actuari- 
al assumptions. Any differences between the actuarial 
assumptions and future experience will emerge as gains or 
losses in future valuations, and will affect the financial posi- 
tion of the Plan, and the contributions required to fund it, at 
that time. 


We have tested the data for reasonableness and consistency, 
and we believe it to be sufficient and reliable for the pur- 
poses of the valuation. We also believe that the methods 
used are consistent with sound actuarial principles, and that 
the assumptions are appropriate for the purposes of the val- 
uation. Our opinions have been given, and our valuation has 
been performed, in accordance with generally accepted 
actuarial principles. | 
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Lester J. Wong, F.CLA. Malcolm P. Hamilton, F.C.LA.| 
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Financial Reporting Responsibility 


The financial statements of the Ontario Teachers’ Pension 
Plan have been prepared by management in accordance with 


generally accepted accounting principles and, where appro- 
priate, include amounts based on management’s best esti- 
‘Mates and judgement. All other financial and operating data 
included in the Annual Report are consistent, where applica- 
ble, with information contained in the financial statements. 


Management maintains financial and operating control sys- 
tems designed to provide reasonable assurance that the 
financial information is reliable, that the Plan’s assets are 
safeguarded and controlled and that the transactions are in 
accordance with the Teachers’ Pension Act. 


The Plan’s external auditors, Peat Marwick Thorne, have 
conducted an independent examination of the financial 
statements in accordance with generally accepted auditing 
standards. Their examination included a review and evalua- 
tion of the control systems and appropriate tests and proce- 
dures to provide reasonable assurance that the financial 
statements are presented fairly. 


Ultimate responsibility for the financial statements rests 
with the Board of Directors. This responsibility is delegated 
to the Audit and Actuarial Committee, which is composed of 
four Directors of the Board. The Committee meets regularly 
with management and the auditors to ensure that responsi- 
bilities are properly discharged. The auditors have unre- 
| stricted access to the Committee to raise any matters. The 
| Committee has reviewed these financial statements with 
‘management and the auditors and has reported to the 


Board. The Board has approved the statements. 


? Atype ti1/ Cphisbeg Meat 


| Claude R. Lamoureux 


| 
President and 


Shirley D. Heath, C.A. 
Manager, Finance 
Chief Executive Officer 


RPMIC Peat Marwick Thorne 


Auditors’ Report 


to the Administrator 


We have audited the statement of net assets available for’ 
benefits of the Ontario Teachers’ Pension Plan as at 
December 31, 1990 and the statement of changes in net 
assets available for benefits for the year then ended. 
These financial statements are the responsibility of the 
Plan’s administrator. Our responsibility is to express an 
opinion on these financial statements based on our audit. 


We conducted our audit in accordance with generally 
accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable 
assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and disclo- 
sures in the financial statements. An audit also includes 
assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the 


overall financial statement presentation. 


In our opinion, these financial statements present fairly, in 
all material respects, the net assets of the Plan available 
for benefits as at December 31, 1990 and the changes in its 
net assets available for benefits for the year then ended in 
accordance with generally accepted accounting principles. 


Foot (M\orunck therng 


Chartered Accountants 
Toronto, Canada 
April 19, 1991 


Ontario Teachers’ Pension Plan 


Statement of Net Assets 
Available for Benefits 


as at December 31, 1990 
-(S000’s) 


Assets 
Investments (notes 2 and 4) | 
Province of Ontario debentures 15,951,972 15,810,450 © 
Money market securities 1,385,161 280,674 
Stocks 1,323,477 
Bonds 293,170 
18,953,780 16,091,124 
Receivable from Province of Ontario 
Employer contributions 848,701 660,287 
Interest on employer contributions 96,182 77,994 
944,883 737,881 
Receivable from employers 5,401 | 
Accrued interest and dividends 502,462 464,384 
Cash 27,210) 
Total assets 20,401,125 17,326,000 
Liabilities 
Bank indebtedness 2,534 
Accounts payable and accrued liabilities 13,397 11,381 | 
Payable to brokers 260,862 226,720 
Total liabilities 276,793 238,101 
Net Assets Available for Benefits 20,124,332 17,087,899 


On behalf of the Board 


AD 


Chairperson 


Board Member ee bi Ay eae 


Ontario Teachers’ Pension Plan 


Available for Benefits 


‘for the year ended December 31, 1990 
(SO000’s) . 


‘Increase in Assets 


Investment income 


|\Statement of Changes in Net Assets 
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Province of Ontario debentures 1,762,762 1514°015 
Cash and money market securities 188,036 17,722 
Stocks 5,896 
Bonds 1,022 
1,957,716 A Siless 
Contributions (note 7) 1,300,448 781,285 
Repayments of refunds 13,342 9,231 
Transfers from other plans 19,262 8,544 
Total increase in assets 3,290,768 Paso, 
Decrease in Assets 
Decrease in market value of investments 926,357 
Benefits paid (note 8) 741,938 435,098 
Refunds of contributions 11,180 7,158 
Transfers to other plans 6,816 BV AVAS) 
Administration expenditures (note 9) 20,303 15,566 
Total decrease in assets 1,706,594 463,600 
merece snes nr A SE ES AIST AE ELT GE VET EPL SE EEE LE DIN I TAHT CA AE eS ITT ETL BUTE AS WR ERUPT SINE a Gute AER LAN 
Increase in Net Assets 1,584,174 1,867,197 
| Net Assets Available for Benefits 
at Beginning of Year 17,087,899 13;689),352 
Adjustment of investments to market value 
at beginning of year (note 2) 1,452,259 
Transfer of net assets from Superannuation 
Adjustment Fund account (note 3) 1,581,350 
| Net Assets Available for Benefits 
at End of Year 20,124,332 17,087,899 
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{a) 


(b) 


{c) 


{d) 


Ontario Teachers’ Pension Plan 


Notes to 
Financial Statements 


for the year ended December 31, 1990 


SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 


Basis of Presentation 

These financial statements are prepared on the going con- 
cern basis and present the aggregate financial position of 
the Ontario Teachers’ Pension Plan (the Plan) as a separate 
financial reporting entity, independent of the sponsor and 
Plan members. They are prepared to assist Plan members 
and others in assessing the overall benefit security of the 
Plan. 


Investments 

Investments are stated at market value in 1990 and are 
recorded as of the date of the trade (see note 2). Province of 
Ontario debentures, which are not marketable, are recorded 
at estimated market values calculated by discounting cash 
flows based on year-end market yields of comparable secu- 
rities. Money market securities are carried at amortized 
cost, which approximates market value. Bonds and stocks 
are valued at year-end market prices. 


The difference between the market value and the average 
cost of the investments is reflected in the statement of 
changes in net assets available for benefits. 


Gains and losses on the sale of investments are determined 
using average cost and are credited or charged to invest- 
ment income. Dividends are accrued as of the ex- dividend 
date. 


Contributions from the Province of Ontario 
Special and interim payments from the Province of Ontario 
(the Province) on the unfunded liability are recorded in the 
year in which they are received. 


Foreign Currency Translation 

Assets and liabilities in foreign currencies are translated 
into Canadian dollars at the exchange rate prevailing at 
year end. Investment income is translated at the average 
monthly rate. 


(e) Benefits 


. DESCRIPTION OF PLAN 


Payments for benefits, refunds and transfers are recorded — 
in the year in which they are made. 


The following description of the Plan is asummary only. For — 
more complete information, reference should be made to : 
the Teachers’ Pension Act, 1989 (the Act) and the Pension 
Benefits Act, 1987. 


(a) General 
The Plan is a contributory defined benefit pension plan 
sponsored by the Province and is mandatory for most 
persons who are eligible to be Plan members. 
Contributions are made by active members of the Plan, 
designated private schools and organizations and the 
Province. The Plan is registered with the Pension 
Commission of Ontario: registration *C008450. 


Plan benefits are funded by contributions from active 
members, designated employers and the Province. The 
determination of the value of the benefits is made on 
the basis of actuarial valuations (see note 6). 
Subsection 5(3) of the Act provides that the Province 
pay any annual cash flow deficiencies after the dispos- 
al of all saleable Plan assets. 


i 
(b) Funding 


(c) Retirement Pensions 
A retirement pension is available based on the number 
of years of credited service, best five- year average | 


salary and age of the member at retirement. A member | 
is eligible for a reduced retirement pension from age | 
oo. When the sum of a member’s age and service equals — 
90, an unreduced pension is available at any age. 


(d) Disability Pensions 
A disability pension is available at any age to a dis- — 
abled member with a minimum of 10 years of credited 
service. The type of disability pension is determined by 
the extent of the disability. 


(e) Death Benefits 
Death benefits are available on the death of a member 
and may be available on the death of a pensioner. The 
benefit may take the form of an immediate or deferred 
pension and/or a lump- sum payment. 


(f) Withdrawais from the Plan 
Subject to the lock-in provisions, withdrawal refunds 
and transfers, with interest, are available when a mem- 
ber ceases to be employed in education. 


(g) Income Taxes 
The Plan is a Registered Pension Plan as defined in the 
Income Tax Act and consequently, the Ontario Teach- 
ers’ Pension Fund (the Fund) is not subject to income 
taxes. The Plan’s registration number is 0345785. 


(h) Escalation of Benefits 
Pension benefits are adjusted for inflation from 1975 at 
100 per cent of the Consumer Price Index, subject to a 
limit of 8 per cent in any one year with any €xcess Car- 
ried forward. Some pension benefits for periods before 
1975 were increased pursuant to Orders in Council 
issued prior to 1976. - 


CHANGE IN ACCOUNTING POLICIES 

The accounting policies and the basis of presentation for 
these financial statements were changed in 1990 to reflect 
the early adoption of generally accepted accounting princi- 
ples for pension plans. These standards are mandatory for 
general purpose financial statements for the Plan for 1991. 
The changes have been applied on a prospective basis and 
are as follows: 


{a) The basis of presentation for the financial statements, 
including the notes, has changed from reporting pri- 
marily the net assets of the Fund and related transac- 
tions to including information on the associated pen- 
sion obligations of the Plan. 


{b) The method of valuation of Province of Ontario deben- 
tures has changed from cost to market value. 


At January 1, 1990 the excess of market Value over cost 
of the debentures was $1.452 billion. The corresponding 
excess at December 31, 1990 was $.484 billion. The 
change during 1990 of $.968 billion, together with mar- 
ket value changes of other investments acquired dur- 
ing the year, is included in the statement of changes in 
net assets available for benefits, 


- TEACHERS’ PENSION ACT, 1989 


Effective December 31, 1989 the Ontario legislature changed 
the legislation governing the Plan. The Act repealed the for- 
mer legislation but continued the plan set out in the former 
act, including the related benefits provided under the 
Superannuation Adjustment Benefits Act. The terms of the 
Plan are set out in the Act and Schedule 1. The Schedule 
became effective January 1, 1990. 


The Act also named the Ontario Teachers’ Pension Plan 
Board (the Board) as the plan administrator. The Teachers’ 
Superannuation Fund was continued under a new name, the 
Ontario Teachers’ Pension Fund, as the pension fund main- 
tained to provide plan benefits. 


Pursuant to the Act, the assets and liabilities of the 
Superannuation Adjustment Fund account were trans- 
ferred to the Plan as of December 31, 1989, The net assets 
were transferred by the issuance of Province of Ontario 
debentures in the amount of $1581 billion. The net assets 
available for benefits as of December 31, 1989 include these 
debentures. The related changes in net assets for 1989 for 
this account were reported on as a separate entity by the 
Provincial Auditor of Ontario and are not included in the 
1989 comparative figures (see note 12). 


The Act requires the investment of assets to meet the obli- 
gations of the Plan. Investment in Province of Ontario 
debentures is no longer required. The Act also increased by 
1 per cent the rates of contribution payable by both mem- 
bers and their employers. 
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Ontario Teachers’ Pension Plan 


Notes to 
Financial Statements 


for the year ended December 31, 1990 


INVESTMENTS 
($000's) 
1990 1989 

Market 

Value Cost Cost 
Province of Ontario 
debentures 
Maturing from: 
1990-1995, 1,009,590 1,067,286 1,409,967 
1996-2000 2,502,880 Melee M4 lsiOl) vaste) 4} a0. 
2001-2005 4,261,094 S99 7/Baa Ma S97,.8ae 
2006-2010 6,937,676 6,628,500 6,628,500 
2011-2012 1,240,732 1,205,000 1,205,000 


15,951,972 19,467,769 15,810,450 


Money market securities 
Treasury bills 
and bankers’ 


acceptances 1,313,161 (813164 262,174 
Term deposits 72,000 72,000 18,500 
1 S85i1'6i1 1,385,161 280,674 
Stocks 
Canadian 518,509 504,423 
US. 804,968 TW ibeohecas lh Gh 
B23 477, 1,277,740 
Bonds - Canadian 293,170 294,281 


18,953,780 18,424,951 16,091,124 


The weighted-average coupon rate at year end of the 
Province of Ontario debentures based on cost is 11.25 per 
cent for 1990 and 1989. 


OBLIGATIONS FOR PENSION BENEFITS 
The present value of accrued pension benefits was deter- 
mined in accordance with generally accepted accounting 
principles for pension plans using the projected benefit 
method prorated on service and the Board’s best estimate 
assumptions. The actuarial method and assumptions differ 
from those used in the determination of the pension obliga- 
tions for funding purposes as described in note 6. An actu- 
arial valuation was made as of January 1, 1990, by William 
M. Mercer Limited, a firm of consulting actuaries, and was 
then extrapolated to December 31, 1990. 


The actuarial present value of benefits as at December 31 
and the principal components of changes in actuarial pre- 
sent values during the year were estimated to be: 


(S000's 
199) 
Actuarial present value of accrued pension 
benefits at beginning of year 21,912,001 
Interest accrued on benefits 2,309,00 
Benefits accrued 930,00 
Benefits paid (760,000 
Actuarial present value of accrued pension 
benefits at end of year 24,391,001 


The assumptions used in determining the actuarial value ¢ 
accrued pension benefits were developed by reference t 
expected long-term market conditions. Significant long 
term actuarial assumptions used in the valuation were: 

% 


Asset rate of return 10.50 for 10 year 
9.25 thereafter 
Salary escalation rate 6.00 


Inflation rate 4.50 


The actuarial value of net assets available for benefits ha 
been determined at amounts that reflect long- term mark¢ 
trends (consistent with assumptions underlying the value 
tion of the accrued pension benefits). This value is obtaine 
by adjusting market values to recognize any differen 
between the actual and expected returns on the Fund un 
formly over five years. 


The deficiency of the actuarial value of net assets over Ul 
actuarial present value of accrued pension benefits fi 
accounting purposes at year end was as follows: 


Market value of net assets available for 
benefits Me 

Market value changes not reflected in actuarial | 
value of net assets 709,01 


Actuarial value of net assets available 
for benefits 

Actuarial present value of accrued pension 
benefits 


Deficiency of actuarial value of net assets 
over actuarial present value of accrued 
pension benefits 


FUNDING POLICY 
In accordance with the Act, active members are required to 
contribute 8.9 per cent of their salary to the Plan. 


The Province is required to provide the balance of the fund- 
ing necessary to ensure that benefits will be fully provided 
for at retirement, based on a going concern valuation of the 
Plan as at January 1, 1990. This valuation prepared in accor- 
dance with the requirements of the Act and the Pension 
Benefits Act will, by the nature of the assumptions used, 
produce an unfunded actuarial liability that is higher than 
the deficiency determined for accounting purposes as 
described in note 5. 


The unfunded actuarial liability disclosed by this initial val- 
uation will be liquidated by the Province over the 40 years 
commencing January 1, 1990, by special payments. These 
monthly payments are estimated as a constant percentage 
of the projected future earnings upon which benefits are 
calculated over the next 40 years for all active members of 
the Plan during that time. 


Commencing January 1, 1990, and until the initial valuation 
is approved by the Pension Commission of Ontario (the 
Commission), the Province is required to make monthly 
payments as set out in the Act. Differences between the 
payments made and those required for this time period will 
be made up by the Province, with interest, within 15. months 
of the Commission’s approval of the initial valuation. 
Payments made by the Province during 1990 totalled $187.3 
million. 


The Province may prepay the interim monthly payments 
and the special payments, with the appropriate adjustment 
for interest. 


The Act also requires the determination in the initial valua- 
tion of the contribution rate which ensures that future con- 
tributions cover future benefits and expenses. For a materi- 
al difference in the contribution rate, the Lieutenant 
Governor in Council will amend the Plan. 


Any change to the funded status of the Plan disclosed by 
future going concern valuations will be shared by the 
Province and certain employers. The Act also provides 
mechanisms for the alteration of this arrangement if the 
Province’s responsibility for the Plan is changed to one of a 
joint or sole responsibility assumed with or by the members 
respectively. 


The initial actuarial valuation for funding purposes as of 
January 1, 1990 has been prepared by William M. Mercer 
Limited. The valuation is to be filed with the Commission 
only after the Minister of Education and the Treasurer of 
Ontario agree to its filing. 


- CONTRIBUTIONS 


(S000's) 
1990 1989 
Members - for current service DOB 704 so) he74Ad 
-for optional credit 18,639 19,404 


Province of Ontario 
- current service 
(including interest of 
$74,782; 1989- $57,193) 579,483 404,280 
- interim payments on 


unfunded liability 187,275 
Other employers 
- for current service 8,347 5,860 


1,300,448 781,285 
SSN FSS FR SAA REPL DE TSAI ST BB AS PT SEA TEESE SEES 


- BENEFITS PAID 


($000's) 
1990 qie}eKs) 
Benefits 

Retirement pensions 673,536 588,129 
Disability pensions 2G) 4s 191087 

Death benefits 
-survivor pensions 44,420 38,328 
-lump-sum payments 3.859 617 


741,938 646,111 


Less recovery from Province of Ontario 


Consolidated Revenue Fund 122,224 
Superannuation Adjustment Fund 

account 88,789 

nn Ones 

Benefits paid 741,938 435,098 
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Ontario Teachers’ Pension Plan 


Notes to 
Financial Statements 


for the year ended December 31, 1990 


3. ADMINISTRATION EXPENDITURES 11. COMMITMENTS 
($000's) The Plan is committed under a lease for office premises to 
1990 1989 the following minimum lease payments: 

Salaries and benefits 11,246 8,653 Oe 
Professional consulting services 1,465 897 aan ies 
Office rental 13408 11.38388 Ut eds 
Operating & maintenance costs ikesoom Oo ee eh 
Postage, distribution and advertising YBo 446 at el 
Office and computer equipment 604 568 ec | 
Printing and stationery 558 346 eieunadinisae S08) 
Publications & external communications 542 Bae {) | deyle 
Data processing services 514 460 aa Tae Re TT TATE ETN SOE 
Actuarial services 331 224 12. COMPARATIVE FIGURES 
Training and development 260 130 The 1989 comparative figures for the statement of net 
Custodial fees 240 assets available for benefits include the net assets of the 
Telecommunications 218 204 Superannuation Adjustment Fund account which were 
Legal fees 181 18 transferred to the Plan as of December 31, 1989. The com- 
Board and committee remuneration 148 96 parative figures for the statement of changes in net assets 
Travel 129 108 do not include the 1989 transactions for this account since 
Audit fees 82 78 the transfer occurred at the end of 1989. i 
Translation services 82 63 ) 


Beginning in 1990, the Act has integrated the Superannu- 


Communications consulting services 80 416 ation Adjustment Fund account provisions with the other 
Bank services 7e Ge Plan provisions. The 1990 figures, therefore, include the 
Investment management fees 55 transactions of the integrated Plan. 

Other 88 54 


Certain comparative figures have also been reclassified to 
conform with the financial statement presentation adopt- 
ed for 1990. 


2O08 5,566 
SS 
10. CONTINGENCY 
A claim has been made against the Plan because of correc- 
tive steps taken by the Board in September 1986 in order to 
conform to a legal interpretation of the Act. These steps 
have resulted in the reduction of approximately 1,500 pen- 
sions on a prospective basis. The Supreme Court of Ontario 
has agreed with the Board’s interpretation with respect to 
this claim, but the claimant has appealed. The outcome of 
the appeal cannot be reasonably determined at this time. 
Accordingly, no provision for it has been made in the finan- 
cial statements. Any settlement will be recorded in the 
year it is made. 


Ontario Teachers’ Pension Plan 


Five-Year Financial Review 


or the year ended December 31 


(in millions of dollars) 1990" 1989 1988 1987 1986 


HANGES IN NET ASSETS 


ncrease in Assets 
Investment income 1,958 1,532 1,344 1,166 1,022 


Contributions 


Members - current service 507 852 321 290 272 
- optional credit 7 6 5 6 6 
- interest on optional credit 12 416 8 10 11 


Province of Ontario 


- Current service 504 347 ond 287 266 
- interest on current service 75 ay 52 46 44 
- unfunded liability 187 


Other employers 


- Current service 8 6 5 5) 5 
1,300 781 705 644 604 
Other 33 18 19 ie) Ss) 


i 
Jecrease in Assets 
| Decline in market value of 


q 


investments"! 926 

| Benefits paid 742 435 361 300 242 
| 

Administration expenditures 20 16 16 10 7 

Other 19 1.8) 8 13 21 
1,707 464 Siehs) 323 270 
LL SS SESE PEE SESS CEES SPSS SETS ESET EIS SESE PE EB SSOP ESSA ED SSIES 
ncrease in Net Assets 1,584 1,867 1,683 7 oOo 1,365 
IET ASSETS 

Investments") 18,954 16,0918 12,540 10,959 9,548 

Cash and receivables 1,447 1,235 ad@ 1,007 916 
| Liabilities (277) (238) (11) (10) (8) 
Jet Assets 20124) 17-088" 13639) 115956) 10,456 


LS SER SESS STO SI SESS SESE SESE EST TESST SESS TESST STE ESSERE PETES SETTER 


) Investments are valued at market in 1990, at cost in prior years. 
2) The Superannuation Adjustment Fund (SAF) account transactions have been reflected in the 1990 figures. 
) The net assets for 1989 include net assets from the SAF account transferred at December 31, 1989. 


| 
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Ontario Teachers’ Pension Plan 


Schedule of Province of 
Ontario Debentures 


eo SS SS ae 


as at December 31, 1990 


{in millions of dollars) 1990 Holdings 4990 Maturities 
ee 


Maturity Coupon Market 
Date % Value Cost Cost 
1991-1995 6.00- 6.99 417 454 
8.00- 8.99 182 (eis 
9'0@)-) 9:99 148 Aay2 
10.00 - 10.99 {SV 202 189 
1MEOO =e aS 65 64 154 
1,009 1, O67 343 
1996-2000 LOO 72393 102 120 
8.00- 8.99 399 458 
9:00-9:39 954 1,026 
10.00 - 10.99 13 14 
ALGO eos 423 421 
{2.00 - 12.99 131 121 
13.00 - 13.99 153 137 
14.00 - 14.99 124 107 
16.00 - 16.99 204 165 
2,503 ek etatsl 
2001-2005 SOO oss) 594 646 
10.00 - 10.99 479 502 
11200-11493 563 5493 
12.00 - 12.99 1,345 1,206 
13.00 - 13.99 873 760 
14.00 - 14.99 407 335 
4,261 Gels 
2006-2010 10.00 - 10.99 one 2,996 
(Oe ise 2,316 2,293 
12.00 - 12.99 467 420 | 
USOU 18239 We, 15 | 
15/002 15:93 1,228 945 | 
6,938 Sars) 
2011-2012 10.00.- 10.99 109 Ae 
1A OOhs ASS ase ROSS 
SUONGA ua MvIRUULE  ReA ee eM eith F eon a Ue lees tee Ss re eo 
1,241 1,205 
(ieoehsre 15,468 343 


Ontario Teachers’ Pension Plan 


Investments in Corporate Shares 
Sreater Than $5 Million Canadian 


as at December 31, 1990 


{at market value) 


Number S$ Cdn. 
interprises Designation of Shares (thousands) 
| “5: ST" Gag GST BEL MRTNR NT Bp Mmm UNEESu=TIIT TRIS uma => SST Te "pazcatpentcerramcamcssencncespscemrec cme ee 
\lcan Aluminum Ltd. Common 565,900 12,733 
American Barrick Resources Corp. Common 461,700 1S: 
merican Home Products Corporation Common 291,300 Ney pe, 
\merican Information Technologies Corp. Common 80,200 6,211 
\merican International Group Ine. Common 66,500 Dee 
merican Telephone and Telegraph Co. Common 342,500 11,972 
:moco Corp. Common 151,600 9,213 
itlantic Richfield Company Common 49,500 7,100 
yank of Montreal Common 391,300 10,232 
hank of Nova Scotia, The Common 407,300 5,040 
CE Inc. Common 622,800 24,601 
ell Atlantic Corp. Common 121,600 7,566 
‘ellSouth Corp. Common 147,000 Qraas 
ioeing Company Common 116,800 6,149 
fanadian Imperial Bank of Commerce Common 532,800 14,186 
anadian Pacific Ltd. Ordinary 768,500 15,178 
anadian Tire Corp. Ltd. Common 542,400 11,119 
(oca-Cola Co. Common 207,700 11,206 
low Chemical Co. Common 145,500 8,019 
rastman Kodak Company Common 121,200 5,854 
ixxon Corp. Common 633,700 38,051 
ieneral Electric Co. Common 276,800 18,427 
ieneral Motors Corp. Common 182,900 Uses te 
‘TE Corporation Common 233,700 7,931 
nasco Ltd. Common 289,200 7,989 
mperial Oil Ltd. Class A 176,800 10,365 
ico Limited Common 330,000 11,459 
ternational Business Machines Corp. Common 183,100 24,007 
aidlaw Inc. Class B 551,400 11,786 
Jaclean Hunter Ltd. Common 664,600 6,397 
lerck & Co. Inc. Common 355,100 37,031 
Tobil Corp. . Common 136,100 9,159 
loore Corporation Ltd. Common 339,700 8,747 
oranda Inc. Common 345,900 5,794 
‘orthern Telecom Ltd. Common 435,800 14,186 
/ova Corporation of Alberta Common 1,029,000 8,875 
lacific Telesis Group Common 121,300 6,369 
epsico, Inc. Common 288,300 Bea, 
/hilip Morris Companies Inc. Common 291,600 17,509 
lacer Dome Inc. Common 802,900 15,856 
jrocter & Gamble Company Common 136,400 tee) 
anger Oil Ltd. Common 813,000 6,504 
oyal Bank of Canada, The Common 751,100 17,369 
joyal Dutch Petroleum Company ADR 177,400 16,184 
eagrams Company Ltd., The Common 177,100 18,064 
outhwestern Bell Corporation Common 91,400 Hoo 
yntex Corp. Common 110,700 7,626 
eck Corp. Class B 293,300 6,123 
enneco Inc. Common J05;90G Sates 
homson Corporation, The Common 663,200 VAAL 
joronto- Dominion Bank, The Common 756,000 12,569 
fansAlta Utilities Corp. Common 552,800 Sse 
ransCanada PipeLines Ltd. Common 349,100 5,935 
nilever NV ADR 141,700 14,880 
S WEST INC. Common 118,700 5,354 
‘al-Mart Stores, Inc. Common 366,900 12,878 
‘alt Disney Company Common 46,000 Oy 
/aste Management, Inc. Common 158,800 6,449 
OTAL 19,631,000 665,753 
ea a SS SPECS PSR 2 SE SS SI SES SSE SSE SS STS SESS 
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The information in this annual report does 

not fully describe the benefits of the pen- _ 
sion plan. If there are any discrepancies, 
the Teachers’ Pension Act, 1989, will apply. | 


We welcome your comments and sugges: - | 
tions for this annual report, as well as 
other aspects of our communications pro- 
gram. Please send to: 


Communications Department 
Ontario Teachers’ Pension Plan Board 
5650 Yonge Street 

Suite 400 

North York, Ontario 

M2M 4H5 

Toll-free: 1 800-668-0105 

Local: 226-2700 
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PROFILE 


The Ontario Teachers’ Pension Plan Board is a corporation established in 1990 by the Province of 
Ontario. It administers the defined benefit pension plan, which is indexed to inflation, on behalf of 
the province’s 160,000 elementary and secondary school teachers, 88,000 former teachers, and 
40,000 retired teachers. The pension board manages the plan’s assets, which exceeded $24 billion at 


the end of 1991. These assets rank the plan among the largest financial institutions in Canada. 


Originally created in 1917, the teachers’ pension plan had been restricted to investing in non-mar- 
ketable Ontario debentures. Since 1990, the pension board has been empowered to diversify invest- 


ments to help make the plan fully funded over the long term. The asset mix now includes shares in 


publicly traded corporations, investments in private businesses, ownership of income-producing real 


estate properties, and investments in money market securities, government bonds, and index-linked 


mortgages. 


The pension plan is sponsored in partnership by the provincial government and the Ontario Teachers’ 
Federation. The nine-member board of directors consists of four nominees each by the Ministry of 


Education and the OTE with the two partners jointly appointing the chairperson. 


$25 


Net Assets 
(billions) 


Inn 


FINANCIAL HIGHLIGHTS 
as of December 31 


(millions of dollars) 


Province of Ontario debentures 


Total assets 


199] Revenue 
(millions) 


Investment Income 
$3,843 71% 


Contributions 
$1,530 28% 


Other 
$54 


1% 


1991 Realized Investment Income 
(millions) 


Ontario Debentures 
$1,596 85% 
Equities 
$102 


5% 


Money Market Securities 
$96 5% 


Bonds 
$102 


5% 


1991 Contributions 
(millions) 


18,190 
Equities 4,414 
Fixed income securities 1,186 
Real estate 180 
23,970 
Receivable from Province of Ontario 1,190 
Other assets & liabilities (463) 
er er a 
24,697 
Adjustment to smooth market value fluctuations (883 ) 


23,814 
Estimated cost of benefits 27,479 
Deficiency 3,665 


Province of Ontario 
Current Service 
$654 43% 


Unfunded Liability 
$270 18% 


Members 
$597 39% 


1991 Asset Mix at Market Value 


(millions) 


Ontario Debentures 
$18,190 76% 


Canadian Stocks/Other 
$2,814 12% 


U.S.Stocks 
$1,181 5% 


Canadian Bonds 
$601 2% 


Non North American Stocks 
$615 3% 


Money Market Securities 
$569 2% 


SIMPLIFIED FINANCIAL STATEMENTS 


% Increase 
(millions of dollars) 1991 (Decrease) 1990 


How revenue was earned 


Investment income 3,843 Dil erai 1EO32. 
Member contributions 651 16.5 559 
Provincial contributions 663 12.9 587 
Provincial payments toward unfunded liability 270 in 187 
AREAS Pe er ae MING URE aed ak TOE ee Sai ON ie PNY Ok PENSE at Dats BOA SR Dae Me 8 Ee a! RNS SS 
Total revenue 5,427 129.5 230D 


How revenue was used 


Benefits, refunds and transfers 829 8.9 761 

Administrative costs 25 22:0 20 
ree a ata NEN ls CRORE Se OR leo EE Se Eiken Ea ee. A aes Peed Ee 

Total expenditures 854 9.3 781 


eee em 


Increase in net assets before increase 


in cost of future benefits and market value change 4,573 188.7 1,584 
Increase in cost of future benefits 3,088 24.6 2,479 
Change in market value adjustment (1,592) — 709 
Increase in deficiency 107 186 


es 
eee 


POSITION AT YEAR END 
(at market value) 


a 


Where money was invested 


Provincial debentures “ 18,190 10.6 16,450 
Other fixed-income securities 1,186 (29.4) 1,680 
Equities Aas, 232.9 1,326 
Real estate 180 — —_ 
Contributions earned but not yet received 1,190 25.9 945 
Other assets and liabilities (463) 67.1 (277) 
Daca me en SM Roce Sian DN sh get ee ali bla eels Pave Uses A ee era PL ef 
Total money invested 24,697 22a 20,124 
Adjustments to smooth market value fluctuations? (883) - 709 
Spe tater SEMA NN ED Pet calls ESP Erie ee ORO aS aE pees Ne 
Total money available 23,814 143 20,833 


el - 


Future use of money = 
Estimated cost of future benefits 27,479 ay 24,391 


a 


Deficiency 3,665 3.0 3,558 


a) The increase in provincial debentures reflects solely an increase in market value. 


@) For the purpose of valuing liabilities, realized and unrealized gains and 
losses are amortized over five years. 


ario § 


CHAIRPERSON’S REPORT Ont 


maa Leachers’ 
be fural bansition te an arms 


The Ontario Teachers’ Pension Plan Board is 


me Pension § 


entering a new stage in its history. It will operate 
under a co-sponsorship arrangement between 
the provincial government and the Ontario 


Teachers’ Federation (OTF). 


From 1917 until 1989, the plan and its adminis- 
trative body were in many respects extensions of 
government. In addition, all investments were 
restricted by legislation to non-assignable, non- 
negotiable and non-marketable provincial 


debentures. 


On January 1, 1990, new legislation created the 
Ontario Teachers’ Pension Plan Board, which has 
two basic goals — to improve the quality of 
teachers’ pension services, and to diversify the 
plan’ investments. These goals necessitated a 
transformation to a more dynamic organization as 


both plan administrator and investment manager. 


The changes underscored a shift from the plan’ 
dependency on government to a position of self- 
funding over the long term. In the meantime, as 
the original plan sponsor, the government 
remains responsible for the unfunded liability 


accumulated up until December 31, 1991. ‘ 


The final transition to an arms-length relation- 
ship with government got underway in August, 

1991 when discussions between the Ministry of 
Education and OTF resulted in an agreement to 
form a co-sponsor partnership. The agreement, 

effective January 1, 1992, means that the teach- 
ers now share the management of the plan and 


the financial responsibility for it. 


got undernuay in August 1997. 


PARTNERSHIP AGREEMENT 


As co-sponsors, the teachers and government 
will ultimately share equally in any future sur- 
plus or unfunded liability. These gains or losses 
will be determined by an independent valuation 


conducted at least every three years. 


The move to financial equality will be gradual. 
The government’ direct share of losses or gains 
continued at 100 per cent until the end of 1991. 
It will decrease to 80 per cent in 1992 and 1993, 
70 per cent in 1994 to 1996, and reach 50 per 
cent in 1997, 


The partnership agreement contains a formal tri- 
ennial process for negotiating changes to the 
plan, such as benefits and contribution rates. If 
agreement cannot be reached there will be arbi- 
tration, although the arbitrator will be restricted 


to a 0.5-per-cent maximum increase in the plan’s 


contribution rate. — Sees 
\ 


BOARD OF DIRECTORS 


The partnership brings equality of representa- 
tion to the board of directors. Both parties now 
nominate four directors and jointly select the 
chair. Each director is eligible for a two-year 


term to a maximum of four terms. 


tam honored to have been asked by both part- 
ners to continue as Chairperson. I am also 
pleased that the Board of Directors includes the 
four present nominees of the Ministry of 
Education and the three existing nominees of the 
OTE This continuity of knowledge and expertise 
is important during a period of change. The 
teacher and government nominees have worked 


well as a team during the past two years. 


Joining the Board as the OTF's fourth director is 
Martin Hicks, an investment consultant with 
extensive experience in the Canadian and 
American securities industries. Mr. Hicks has 
served for the past two years as a member of our 
Investment Committee and is, therefore, familiar 
with the Board’s investment strategy and 


operations. 


Gary Porter, a certifiéd general accountant and 
fermer investment and'‘trust managerywith a 
major trust company, continues as a member of 


the Investment Gommittee. 


The directors are responsible for ensuring that 
management complies with the provisions of the 
Teachers’ Pension Act and the Pension Benefits Act. 
They meet monthly, and provide overall policy 
direction and approval, with day-to-day manage- 
ment delegated to the chief executive officer and 


his staff. 


BOARD COMMITTEES 


The Board of Directors has three committees: 


The Benefits Adjudication Committee hears 
appeals by plan members concerning deci- 
sions made by management on matters of 


entitlement. In 1991, 14 appeals were heard. 


¢ The Audit and Actuarial Committee protects 
the plan’s financial integrity by overseeing the 
work of internal and external auditors. It is 
also responsible for ensuring that the plan’ 
liability is independently valued at least every 


three years. 


¢ The Investment Committee sets the asset mix 
policy and investment guidelines, and 
approves individual investments that exceed 
specified dollar limits. All directors are 
members of this committee. A major 
accomplishment in 1991 was the 
development of a long-term strategic plan 


with-specific asset mix targets and related 


performance measurements. 


he teacher and government nomi- 
need haue worked well at.a team dur 
ing the past tue years, 
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PRESIDENT’S REPORT 


The resources of the pension board are directed 
at fulfilling two basic missions. One is to diver- 
sify the assets in the plan so that they provide a 
solid financial base to meet the retirement 
income needs of our clients. The other is to pro- 
vide those 288,000 members, who include 
active and former teachers as well as pensioners, 


with pension-related services of high quality. 


In both respects, we made progress in 1991, 


although our task is far from complete. 


ORGANIZATIONAL CHANGES 


Our objective is to operate as a corporation that 
is accountable to its co-sponsors, the provincial 
government and the Ontario Teachers’ 
Federation, in accordance with our enabling leg- 
islation. This means that, within the prudent risk 
management expected of a pension plan, we 
attempt to follow business practices similar to 


those of a private sector corporation. 


During 1991, we devoted considerable attention 
to building the best organization to carry for- 
ward our responsibilities. We also strengthened 
the senior management team with the appoint- 
ment of three vice-presidents: finance, manage- 
ment information services, and corporate affairs 


and communications. 


Total permanent staff increased from 223 to 233 
during the year. The large volume of additional 
work in the last third of the year necessitated the 
hiring of temporary employees. Coupled with 
staff overtime, this short-term measure was 
equivalent to having 40 additional full-time 


employees. 


Permanent staff are employed in five major 

divisions: 

* The Investments Division started 1991 with a 
staff of three. By year end, it had 21 
employees, including specialists in all areas of 
investment permitted under our mandate — 
stocks, bonds, money market securities, real 
estate, and private placements. Further staff 
growth will be needed to handle the 
increasing volume of investment activity and 
to implement specialized components of our 


asset mix policy. 


¢ The Client Services Division employs 
approximately 50 per cent of total staff. 
During 1991, the volume of services and 
contact with teachers and retirees increased 
substantially. We are concentrating on raising 


productivity further in 1992. 


* The Finance Division is responsible for 
financial management and reporting. It is 
charged with introducing new financial 
systems to improve managerial and 
operational efficiencies. The division includes 
the investment accounting department, which 
grew during the year from one to eight 


employees. 


* The Management Information Services 
Division is responsible for computer systems, 
and bringing about improvements in the 
accuracy of the data base and its responsive- 


ness to client enquiries. 


* The Corporate Affairs and Communications 


Division includes human resources, legislative 


support, communications, and administrative 


services. 


INVESTMENT STRATEGY 


We have prepared a long-term strategic plan that 
sets asset mix and performance targets for spe- 
cific types of investment. The objective is to pro- 
duce optimum investment returns over time at a 
moderate level of risk. Following a prudent 
investment philosophy protects the security of 


assets and emphasizes reliability of income. 


The plan’ ultimate asset mix target is heavily 
weighted to equities, which will make up at least 
two-thirds of the total investment portfolio in 
the long term. Equities consist of shares in pub- 
licly traded corporations, investments in private 
businesses, and ownership of income-producing 


real estate. 


Although stocks can be volatile in the short 
term, with markets prone to cyclical surges and 
downturns, historically they have produced 
higher real rates of return (that is, the rate of 
return above inflation) than fixed-income securi- 
ties. Fixed-income securities include money- 
market investments, bonds, mortgage products, 


and provincial debentures. 
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INVESTMENT PROGRESS 


We are pleased with both the diversification and 
investment performance achieved during our 


first two years under the new legislated mandate. 


We began 1990 with investments of $18 billion, 
virtually all of which was provincial debentures. 
At the end of 1990, we had $19.5 billion invested, 
of which Ontario debentures represented 85 per 
cent. By the end of 1991, investments totalled $24 
billion. Despite our diversification efforts, deben- 
tures were 76 per cent of total investments as their 
market value increased by $1.8 billion during the 


year as a result of lower interest rates. 


Stocks represented 18 per cent of total invest- 
ments and involved the commitment of substan- 
tial sums of money over a short period of time. 
By the end of 1991, $4.4 billion was invested in 
the shares of Canadian, American and non- 


North American corporations. 


This is one of the largest stock portfolios in 
Canada. It was created by retaining eight exter- 
nal fund managers to purchase shares that mir- 
ror the Toronto Stock Exchange 300 Index and the 
Standard & Poor’s 500 Index on the New York 
Stock Exchange, as well as the purchase of 
shares of companies in Europe and the Pacific 
Rim. This mix of shares in publicly traded cor- 
porations around the world spreads investment 
risk and should enable the plan to enjoy the 


benefits of different global economies. 
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aare pleased with both Bre diver 


In addition, we assembled our own team of 
specialists to create an internally managed 
Canadian stock portfolio. By year end, more 


than $600 million was invested in this portfolio. 


Our commitment to portfolio diversification also 
produced our first investments in real estate with 
the $180-million acquisition of a 50-per-cent 
interest in three large shopping centres that 
dominate their retailing markets in Richmond 
Hill, Winnipeg and Regina. We anticipate strong 
growth of the real estate portfolio in 1992 with 
the acquisition of ownership positions in further 
shopping centres as well as office buildings and 


industrial properties. 


We also launched a private placement program 
in 1991. This involves investments in smaller 
privately owned business enterprises that offer 
the prospect of good growth. More than $100 
million was committed to seven business oppor- 


tunities during the year. 


During 1991, we created a marketable bond 
portfolio that had a value of $601 million by 
year end. This represented 2.5 per cent of total 
investments. Short-term securities declined to 
$569 million, or 2.4 per cent of total invest- 
ments, from $1.4 billion a year ago as we con- 
verted these securities into long-term commit- 


ments in other assets. 


Overall, the performance of the total investment 
portfolio was very good last year, producing a 
rate of return of 19.6 per cent, compared with 
5.6 per cent a year earlier. A major contributing 
factor was the sharp rise in the market value of 
fixed-income securities during the year as inter- 
est rates declined. For the first two years under 
the new investment mandate, the real rate of 
return (that is, after removing inflation) averaged 
8 per cent. This was well ahead of our long-term 
target of exceeding the rate of inflation by 4.5 


per cent. 


CLIENT SERVICES 


We have been working hard to improve the 
quality of our service and personal attention to 
our clients. Our new policy of providing each 
current or retired teacher with a single point of 
contact for information and services took effect 
during the year. The amount of contact between 
staff and members escalated as a result of this 
policy and, in particular, of teachers’ over- 
whelming response to the “buy-back” program 
which ended in 1991. On a monthly basis, we 
received as many as 23,000 calls and made 
12,000 to 14,000 outgoing calls. 


The “buy-back” program enabled teachers to 
purchase additional credited service at a cost 
much lower than the actual cost to the plan. We 
launched an information blitz to advise teachers 
of their opportunity to buy back credit. More 
than 30,000 teachers responded, which created 
a backlog in handling their applications. Our 


objective is to clear the backlog by mid-1992. 


We reach members through a variety of informa- 
tion-sharing initiatives. An example is our partic- 


ipation in the regional workshops on retirement 


planning sponsored by the Ontario Teachers’ 
Federation. Contact was made with as many as 
1,500 teachers on an individual basis during 11 


workshops in 1991. 


Another example is the provision of expanded 
services. In the past, interviews were by appoint- 
ment only. This year, we extended our Monday 
to Friday business hours from 8 am to 5.30 pm 
and began to accept “walk ins” which con- 
tributed to a 150-per-cent increase in head office 


interviews. 


A further example was the integration of pension 
projections with the annual statement of benefits 
for members over 50. We were also able to mail 
out T4As to pensioners two months ahead of the 
February deadline at the same time as we 
informed members of their escalated payments 


for 1992. 


e haue been working hard te 
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Approximately 45 per cent of teachers are in the 
40 to 49 age group. As the average retirement age 
is 58, these clients are approaching the time 
when information about their retirement entitle- 
ments is important. We are providing the informa- 


tion they need to make their retirement decisions. 


The number of pensioners increased marginally 
last year to 39,700, including 1,930 teachers 
who retired in 1991, compared with 2,470 
retirements in the previous year. We expect 
approximately 2,200 applications for pension 
benefits in 1992. The average age of pensioners 
is 69, and their retirement benefits average 


$21,100 per year. 


Our attempts to improve client service are far 
from complete. Much needs to be done, for 
example, on improving the accuracy of our data 
base. In 1991, we concentrated on reconciling 
our administration files so that we have consis- 
tent information on each teacher. We also began 
a review of the rules used to make pension cal- 
culations. In 1992, we will complete this work 


and make the appropriate adjustments. 


Currently, we deal with 284 employers, princi- 
pally school boards but also designated organiza- 
tions and private schools. These employers range 
in size from the Metropolitan Toronto Separate 
School Board with 8,000 teachers to a school 
with one teacher. To enhance the administration 
of the pension plan, staff visited many employers 
during the year to discuss improvements in the 
quality of data submitted. One result was a sim- 
plification of the formula for calculating govern- 


ment and employee contributions to the plan. 


We are pleased with the progress being made 
with employers in reconciling their records with 
our records. By the end of 1992, the backlog of 
unreconciled data accumulated since 1984 
should be cleared. We thank employers for their 


cooperation on this project. 
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ADMINISTRATIVE COSTS 


The cost of managing the pension board 
increased from $20.3 million in 1990 to $25.4 
million in 1991. Four expenditure categories 


accounted for most of the increase. 


e Salaries and benefits rose by $2.2 million, 
principally from the hiring of investment 
specialists and senior executives. 

* Investment management fees increased by 
$1.3 million as we diversified into stocks and 
other assets. These costs will continue to rise 
in step with the expansion of investment 
activities. 

° Fees for safekeeping services and for profes- 
sional consulting services increased by $435,000 
and $529,000 respectively, also as a direct result 


of the asset diversification program. 


Other costs rose in response to the increased 
demand for services from members throughout 


the province. 


A corporate objective for 1992 is to improve 
productivity to ensure that our operations are 
cost competitive with other providers of finan- 
cial services. We are developing benchmarks, 
such as the cost per member for administrative 
expenses and the ratio of investment costs to 
asset values. These measurements will be useful 


in monitoring performance. 


Administrative Expenses 
(thousands of dollars) 199] 


Salaries and benefits 13520 
Premises and equipment 4,293 
Professional consulting services 2,505 
Communication and travel 1,873 
Investment management fees do23 


Custodial and banking fees 747 
Stationery and supplies 537 
Board and committee remuneration 146 
Audit fees 136 


Publications and regulatory fees 63 
Other 58 


Total 25,401 
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OUTLOOK 

We are still three or four years away from 
achieving our minimum asset mix target of two- 
thirds equity and one-third fixed income securi- 
ties, largely because it will take some time to 
acquire sufficient equity assets to overcome the 
weight of the debenture portfolio. However, we 
are well organized to move portfolio diversifica- 
tion forward in an orderly and planned manner 


and achieve acceptable long-term rates of return. 


We thank teachers for their patience during this 
period of transition as we continue to make 
changes to the organization to improve member 
services. We have set specific goals and objec- 
tives for 1992 that include targets for measuring 
investment and client service performance. More 
changes will be introduced as part of our com- 


mitment to quality service. 


Care 


Claude So 


President and Chief Executive Officer 


March 10, 1992 


The pension board is committed to disclosure 


of its investment activities and financial perfor- 
mance to plan members, the sponsoring part- 
ners, employers, and the investment and busi- 


(millions of dollars) 


ness communities. In this respect, the pension 


board has decided to meet the reporting stan- ae e 
Province of Ontario 
debentures 18,190 
dards of public companies. This section of the . Peete ant 
Money market 


Annual Report attempts to disclose and discuss 


Foreign stocks 1,796 


financial material in a manner that should assist 


stakeholders in viewing our performance 


Real estate 180 
through the eyes of management. 


securities 569 


Canadian bonds 601 


Mortgages 16 


1/3 Fixed Income 
Securities 


® 2/3 Equities 


Market __ Cost 


15,944 


569 
1,504 


Canadian stocks DOS 2537 


584 
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GENERAL INVESTMENT POLICY 


The pension board manages the plan’ invest- 
ments to earn the best possible rate of return, 
consistent with a moderate level of risk. 
Teachers’ pension payments are linked to the 
Consumer Price Index to a maximum inflation 
adjustment of 8 per cent in a single year, with 
any excess carried forward. Our goal is to gener- 
ate sufficient cash flow above the inflation rate to 


cover the cost of these indexed benefits. 


Our long-term objective is a real rate of return of 
4.5 per cent per annum on a four-year moving 
average. We expect to meet this target consis- 
tently once the portfolio is appropriately 


diversified. 


cash flow above the inflation rate te 
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LONG-TERM INVESTMENT 
STRATEGY 


We are assembling an investment portfolio that 
will balance different risk profiles, based upon a 
long-term asset mix target that is at least two- 
thirds equity and one-third fixed-income 


securities. 


Real Rate of Return on Investment 
(Assuming target asset mix of 2/3 equities 1/3 long term bonds) 


Yearly Fluctuations 
=~ Cumulative Growth 


goa 8 


1977 78 79 80 81 82 83 84 85 86 87 88 89 90 1991 


¢ Canadian equities 
We will be a major participant in the Canadian 
stock market by buying shares that mirror the 
TSE 300 Index on the Toronto Stock Exchange 
and by developing our own active stock port- 
folio. The available capitalization listed on the 
TSE 300 is about $173 billion. Because of the 
limited size of the market, it will take some 
time for us to assemble the large portfolio of 
Canadian shares called for under our 
approved asset mix strategy. Stock markets are 
volatile in the short term and can produce 
negative returns within a single year. However, 
the shares of major corporations produce ris- 
ing dividend income and capital appreciation 
over longer economic cycles, which are consis- 


tent with our long-term investment horizons. 


e U.S. equities 
Our U.S. stock portfolio matches the Standard 
& Poor's 500 Index on the New York Stock 
Exchange. This index has capitalization of 
$2.8 trillion and offers substantial liquidity in 


buying and selling shares. 


¢ Non-North American equities 
Equity risk is being diversified further by 


acquiring shares in companies elsewhere in 


1991 Canadian Stocks by Sector 


Pipelines and Utilities 
19.7% 

Financial Services 
18.4% 

Industrial Products 
9.6% 

Metals and Minerals 
8.5% 

Oil and Gas 

7.7% 

Consumer Products 
7.5% 

Gold and Silver 
6.0% 


* Includes communications, 
_ Merchandising 


management companies, 
transportation, paper and 5.6% 
forest products, real estate Other* 
and construction. 17.0% 


the world. These investments enable us to 
benefit from the different growth cycles of 


non-North American economies. 


e Income properties 
Income-producing real estate offers superior 
long-term investment returns. Rental income 
normally comprises 70 per cent of total invest- 
ment performance, with capital growth repre- 
senting 30 per cent. Real estate, however, has 
low liquidity compared with stocks and 
bonds. The current economic cycle has 
improved the choice of quality income proper- 


ties available for investment. 


* Private placements 


We have begun to acquire equity positions in 
private corporations that offer good growth 
potential at reasonable risk. We will also con- 
sider resource properties, and other special sit- 
uations that hold the prospect of good long- 


term growth at limited risk. 


¢ Bonds and mortgages 
Fixed-income investments are less volatile 
than stocks and produce more predictable 
long-term returns. While a small part of our 
asset mix, these investments include federal 
and provincial bonds, as well as mortgage 


investments tied to the inflation rate. 


* Money market investments 
We receive and generate large amounts of cash 
flow on an annual basis. While we are negoti- 
ating investments in long-term assets, surplus 
cash is invested in such short-term opportuni- 
ties as treasury bills and bank deposits. These 
investments also provide liquidity to meet rou- 


tine payment obligations. 


1991 ASSET DIVERSIFICATION 


During 1991, we were active in all asset classes 
identified under our investment strategy. The 
emphasis was on acquiring equities, principally 
by expanding Canadian stock holdings and, for 
the first time, entering international stock mar- 
kets. We also made our first investments in 
Canadian real estate and in private growth enter- 
prises. As a result, equities were approximately 18 
per cent of total investments at year end, com- 


pared with just under 7 per cent a year earlier. 


In the case of fixed-income securities, we 
expanded the bond portfolio and entered the 


index-linked mortgage market. 


CANADIAN STOCK INVESTMENTS 
Canadian stock holdings grew by $2.1 billion to 


$2.6 billion at year end, representing 11 per cent 
of total investments. Reflecting the nature of the 
Canadian economy, 25 per cent of these shares 
were in resource companies, including mining, 
paper and forestry. Pipelines and utilities made 
up 20 per cent, with financial services compa- 
nies at 18 per cent and industrial product firms 
at about 10 per cent. Smaller proportions were 
invested in consumer products, merchandising, 
management companies, media and communi- 
cations, transportation, and real estate and S 


_ 
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Most of the 1991 Canadian stock activity 
involved three external fund managers managing 
portfolios that mirror the TSE 300 Index. We 
began to assemble an actively managed stock 
portfolio by selecting shares in companies that 
we believed were undervalued. The objective of 
this portfolio, which had a year-end market 
value of more than $600 million, is to outper- 


form the TSE 300 Index. 


U.S. STOCK INVESTMENTS 


The value of the U.S. stock portfolio expanded 
by $373 million to total $1.2 billion at year end. 
These investments, most of which were made in 
1990, were directed through an external fund 
manager to simulate the S&P 500 Index. 
Reflecting the different character of the U.S. 
economy, consumer products firms make up 28 
per cent of the portfolio, followed by utilities at 
15 per cent, energy and chemical firms at 14 per 


cent, and health firms at 11] per cent. 


U.S. stocks represented 5 per cent of the total 
asset mix and were within the prescribed range 


for this asset class. 


1991 U.S. Stocks by Sector 


Consumer Products 
27.6% 
© Utilities 
14.5% 
Energy and Chemicals 
13.9% 
Health 
11.4% 
Finance and Building 
9.1% 
Capital Goods 
7.5% 
Retail 
* Includes office 7.5% 


NON-NORTH AMERICAN STOCK 
INVESTMENTS 

We made the first purchases of non-North 
American shares through two fund managers 
located in Canada, a third in Scotland and a 
fourth in England. By year end, more than $600 
million was invested. The portfolio was weighted 
to European stocks at 59 per cent of the total, 
with British corporations dominating. The 
remaining funds were invested in Pacific Rim 
companies, notably Japanese firms. Our goal is 
to exceed the performance of the EAFE Index, 
which consists of European, Australian and Far 


Eastern stocks. 


SHARE VOTING POSITION 


Our stock market investments make the pension 
board a voting shareholder in more than 300 
Canadian, 500 American, and 150 non-North 
American corporations. We consider these vot- 
ing privileges to be a fiduciary responsibility to 
be used judiciously in electing directors who are 
capable of thought and action independent of 


the corporations management. 


1991 Non-North American Stocks by Country 


Japan 
21.7% 
United Kingdom 
20.0% 
Netherlands 
8.1% 

France 

7.4% 

Hong Kong 
6.8% 
Germany 
6.7% 
Australia 
6.2% 


equipment, forest products, 
metals, and transportation. 


Other* 
8.5% 


* Includes Malaysia, New 
Zealand, Austria, Belgium, 
Italy, Norway, Sweden, and 
Switzerland. 


Spain 
5.0% 
Other* 
18.1% 


We are guided by the prudent person rule in 
exercising our fiduciary responsibilities. This 
means that we will use corporate voting rights to 
support ethical conduct, but not to advance any 


particular external social or political agenda. 


We believe that all corporate shareholders have 
the right to receive proper notice of corporate 
actions and to vote on issues that have a material 
financial impact on their investments. As fiducia- 
ries, we will exercise proxies in the best interests 


of the plan to maximize its long-term returns. 


REAL ESTATE INVESTMENTS 


A wholly owned subsidiary, Ontrea Inc., has been 
incorporated to facilitate our investments in the 
Canadian real estate market. Last year, we consid- 
ered in excess of $2 billion of real estate offers, 
including diversified portfolios. Our goal was to - 
identify well managed properties that could add 
stability to our equity portfolio and produce reli- 


able and superior long-term income growth. 


In September, we acquired 50-per-cent owner- 
ship in three shopping centers for $180 million. 
The co-owner and property manager is Cadillac 
Fairview, a leading Canadian developer. These 
regional malls — Hillcrest Mall in Richmond Hill, 
Polo Park in Winnipeg, and Southland Mall in 


Regina — have a combined total of 1.7 million 
square feet of merchandising space. These prop- 
erties provide geographic diversity and are gen- 
erating high rental income with an average ten- 
ant occupancy of 96 per cent. The quality and 
market position of the properties suggest that we 
can continue to expect reliable long-term growth 


of income and capital. 


The recession has increased opportunities to 
purchase an ownership position in quality real 
estate. We are considering the acquisition of 
equity positions in several income properties 
owned and managed by large and established 
developers. Our goal is to create a portfolio that 
is diversified by both geographic market and 
type of property. Specifically, we are interested 
in regional shopping malls that have a promi- 
nent position in their surrounding trading area, 
downtown Class A office properties in major 
cities across Canada, and groups of industrial 


buildings in mature business parks. 


By following this investment strategy, the pen- 
sion plan will be a major investor in Canadian 
real estate. The income-property portfolio could 
exceed $5 billion in value within 10 years, 
which will be less than 10 per cent of total assets 


at that time. 
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PRIVATE PLACEMENT INVESTMENTS 


We concluded seven private placements in 
1991, involving the commitment of more than 
$100 million of equity capital. These were lim- 
ited-risk investments, not speculative or venture 


capital investments. 


We have decided to make both direct and indi- 
rect investments to increase the efficiency of the 
private placement program. A small team of 
staff specialists evaluates and negotiates the 
direct investment opportunities. External man- 
agement groups, with whom we have formed 
close alliances, implement the indirect 


investments. 


The private placement program enables us to 
diversify the risk exposure in our investment 
portfolio and to assist smaller companies in ful- 
filling their potential in terms of financial stabil- 
ity, product development, growth in competitive 


market share, and job creation. 


e are helping smaller companies 


Three direct placements were made in enter- 
prises that are mature operating companies with 
proven track records of income performance. 
They are: Commcorp Financial Services Inc., a 
leading national equipment financing and 
leasing company; Strong Equipment 
Corporation, a national distributor of construc- 
tion and related equipment; and, White Rose 
Crafts and Nursery Sales Limited, a retailer of 


lawn, garden and craft supplies across Ontario. 


Four indirect equity placements were made 


through limited partnerships and merchant 


bankers who specialize in the media industry, 
such as cable tv, community newspapers and 


other media businesses. 


Factors such as the effect of the recession on 
market values has made Canada, and especially 
Ontario, an attractive investment environment in 
terms of identifying growth businesses in need of 
funds. During 1992, we expect to review more 
than 200 proposals that will individually require 
infusions of capital ranging from $10 million to 
$100 million. Our target for the year is to invest 
as much as $200 million, depending on accept- 


able risk profiles and projected rates of return. 


During the next 10 years, the private placement 
portfolio is expected to exceed $2 billion in 
value, making it one of Canadas largest active 
pools of equity investment in growth enterprises. 
At that time, this portfolio would represent less 


than 3 per cent of total assets. 


ONTARIO DEBENTURE 
INVESTMENTS 


Non-marketable debentures, including accrued 
interest, continue to dominate the asset mix at 
$18.2 billion, or 76 per cent of invested assets. 
While we were aggressive in acquiring stocks 
and other assets, the sharp decline in interest 
rates during the year increased the value of the 
debentures to maintain their portfolio domi- 


nance on a market value basis. 


In 1991, $19 million of these debentures 
matured, compared with $350 million in 1990. 
Only 7 per cent of the debentures are scheduled 
to mature prior to 1997, with 40 per cent not 
maturing until 2007 or later. The non-mar- 
ketability and long-term maturity of these 
debentures inhibits diversification into other 


asset classes. 


Meanwhile, we are managing these debentures 
in the same way as we manage other bonds to 
maximize returns and reduce risk. One way in 
which we do this is through the use of financial 
instruments known as derivatives, such as long- 


bond futures and options contracts. 


Derivatives are not speculative investments; 
rather, in keeping with our policy of prudence, 
they enable us to hedge risk exposure to interest 
rate fluctuations and other market factors 


beyond our control. 


A one-percentage-point rise in the level of inter- 
est rates decreases the market value of the 
debenture portfolio by approximately 6.5 per 
cent. Conversely, a one-percentage-point decline 
in interest rates increases the market value by 
approximately 6.5 per cent. Our exposure to 
these changes was evident by the $926 million 
decline in the market value of the debentures in 
1990, and a $1.8-billion market value apprecia- 
tion in 1991. 


OTHER CANADIAN BOND 
INVESTMENTS 


We more than doubled the size of the Canadian 
bond portfolio last year to $601 million from 
$295 million a year earlier. The bond portfolio, 
which represents approximately 2 per cent of 


total investments, is actively traded. 


Provincial debentures 


(millions of dollars) 


Maturity date Market Value 


1992 - 1996 1,182 
1997 - 2001 3,237 
2002 - 2006 3.38 
2007 - 2011 7,018 


2012 720 


MONEY MARKET INVESTMENTS 


In keeping with our objective of putting all cash 
to work while awaiting investment in long-term 
assets, Our money market holdings were reduced 
to $569 million, compared with $1.4 billion in 
1990. Approximately two-thirds of money mar- 


ket instruments are Canadian treasury bills. 


CHANGES IN MARKET VALUE 
OF ASSETS 


The sharp decline in interest rates during the 
second half of the year increased the market 
value of our fixed-income securities, which prin- 
cipally consist of provincial debentures. While 
the Ontario debentures cannot be sold, their 
value can be determined by discounting cash 
flow at the yield that could be obtained from 


comparable Ontario bonds. 


The stock market showed good growth early in 
the year, with U.S. stocks performing exception- 
ally well. This increased the market value of 


shares acquired during the year. 


In total, the market value of the plans assets 

appreciated by $1.9 billion in 1991. The previ- 
ous year, asset values declined by $926 million 
when the debentures depreciated during a 


period of rising interest rates. 
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FINANCIAL PERFORMANCE PERFORMANCE BENCHMARKS 
The pension plan performed well in 1991, regis- We measure asset class performance against 
tering on a market value basis a 19.6-per-cent external benchmarks: 


rate of return, compared with 5.6-per-cent in 
¢ Canadian stocks — the TSE 300 Index. It 
1990. However, we cannot expect to sustain 

measures the total returns (the change in 
these exceptional results over the long term 

share values plus dividend income) of 300 
because of the cyclical nature of investment mar- 


corporations representing a cross-section of 
kets. On a two-year basis, our performance of 
listings on the Toronto Stock Exchange. 
12.4 per cent exceeded the rate of inflation by 


8 per cent. Our stated investment goal is to * U.S. stocks — the S&P 500 Index. The 
exceed the rate of inflation by 4.5 per cent ona Standard & Poor's index measures the total 
four-year moving average. returns of 500 leading corporations listed on 


the New York Stock Exchange. 


/ f e Non-North American stocks — the EAFE 
a foes oe ee Index produced by Morgan Stanley Capital 
1971, neqisening on a market value International. This acronym is for a portfolio 
basis a 19.6- percent yale of nel, of shares for major corporations in Europe, 
[hy Be per peut 1OO. Australia and the Far East. 


* Money market securities — the yield on 90- 


This performance compared with a median 


day treasury bills. 
manager rate of return of 17.3 per cent for 
balanced pooled pension funds and 18.1 per ¢ Canadian bonds — the SM Universe, 
cent for a composite index of diversified assets, Canada Bonds. This index, created by the 
according to information compiled by TPF&C Canadian investment dealer firm of Scotia 
Limited, an actuarial consulting firm. The value McLeod, measures the performance of all 
of the comparison with these funds is limited as bonds in Canada. We compare our Canada 
our plan continues to be dominated by the large bonds with the government component of the 
provincial debenture portfolio and thus is far SM Universe. 


short of the balanced asset mix desired. ; 
* Ontario debentures — these investments are 
compared with the SM Universe, All 


Rates of Return by Asset Class 
Governments. 


% 

Canadian Stock Once we have completed four years of invest- 
anadian Stocks 

USS. Stocks ment activity, and the portfolio asset mix is con- 


Non-North American Stocks sistent with our investment policy, the compari- 


Canadian bonds son of average rates of return by asset class with 


Sues caren external benchmarks will be useful in tracking 


Money market 
performance. 


Total portfolio 


SE EE ST ET TT 


xfromi Ccraber th Devember only The board of directors has reviewed a long-term 


asset mix strategy and set targets for each asset 


class for 1992. The board will thus be able to 
measure the actual year-end performance against 


these targets as well as external benchmarks. 


REVENUE GROWTH 
The plan began 1991 with net assets of $20.1 


billion. During the year, $3.5 billion of revenue 
was received. Allowing for expenditures, $2.6 
billion was available for investment. This com- 
pared with gross revenue of $3.3 billion in 1990, 
of which $2.5 billion was available for invest- 
ment. These funds came from two principal 


SOUICeS: 


° Earnings generated by investments, which 
totalled $1.9 billion in 1991. This was 
virtually the same amount earned in the 


previous year. 


° The contributions of plan members and the 
province, as well as special payments from the 
provincial government. These totalled $1.6 
billion, compared with $1.3 billion a year 
earlier. Member and provincial contributions 
increased by nearly 18 per cent, reflecting the 
increased salaries being received by members, 
a change of part-time teachers to full-time —- 
positions, and an increase in the number of 
plan members. The governments special 
payments toward the unfunded liability 
totalled $270 million, compared with $187 


million in the prior year. 


EXPENDITURES 


Payments to pensioners increased to $806 mil- 
lion, compared with $742 million in 1990. The 
increase in benefits included a 4.8-per-cent cost- 
of-living adjustment for 1991. During the year, 
1,930 teachers retired, bringing to 39,700 the 


number of pensioners receiving benefits. 


Refunds of contributions and the transfer of 
benefits to other pension plans totalled $22.8 
million, compared with $18 million a year 


earlier. 


The only other expenditure category related to 
the administration of the plan. These expenses 
rose by $5.1 million to $25.4 million. As dis- 
cussed in the President’ report on page 12, the 
main increase in these expenditures related to 
establishment of the Investment Division and a 


much higher volume of investment transactions. 


INCREASE IN NET ASSETS 


After deducting expenditures (benefit payments 
and other costs) from revenues (investment 
income, contributions and other revenues), the 
plan concluded the year with an increase in net 
assets of $4.6 billion, compared with $1.6 
billion in 1990. 


The 1991 results contained $1.9 billion in unre- 
alized earnings (that is, the appreciation in the 
market value of assets) and a further $1.9 billion 
in realized earnings (mostly interest payments 
on fixed-income securities and dividends from 


stocks). 


When the total of realized and unrealized 
income is added to the net assets at the start of 
the year, the plan completed 1991 with net 
assets available to meet future benefits of $24.7 
billion. This represents a $4.6-billion, or 22.7- 


per-cent, growth in the plan’s net assets. 


ASSET/LIABILITY MANAGEMENT 


The investment strategy is designed to meet the 
plan’s liabilities. The long-term nature of liabili- 
ties is largely matched by investments in assets 


that are also long term. 


A major concern in this matching process is 
unanticipated inflation. Pension benefits are 
indexed for inflation, to a maximum of 8 per 
cent in one year. However, inflation promotes 
higher interest rates, which reduces the market 
value of such fixed-income securities as bonds 
and debentures. This reduces the asset values 


available to meet future pension commitments. 


To offset this risk of liabilities rising and asset 
values declining, we attempt to invest part of 
our new funds in assets that respond positively 


to unanticipated inflation. 


Annual contributions from members and gov- 
ernment, combined with projected investment 
income, are well in excess of annual pension 
payments and other liabilities, and are expected 


to remain so for many years. 


Amortizing the Unfunded Liability 
(billions) 


$20 
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LIQUIDITY 

Our liquidity requirements are mainly for meet- 
ing the payment of pension benefits, the costs of 
the investment program, and administrative 
expenses. Pension plans are prohibited from 
borrowing for investment purposes, although 
they can incur loans for up to 90 days for oper- 


ating purposes. 


PRE-1990 FUNDING VALUATION 


At the beginning of 1990, it was known that the 
value of assets in the plan plus the value of 

future contributions at current rates were insuffi- 
cient to meet the future pension benefits of exist- 


ing plan members. 


The Teachers’ Pension Act required the pension 
board to retain an independent actuary to deter- 
mine the statutory liability on January 1, 1990, 
the normal contributions required from active 
teachers, the matching contributions from the 
government, and the government contribution 


to pay off past deficiencies over a 40-year period. 


William M. Mercer Limited, an actuarial consult- 
ing firm, was retained to prepare the valuation 
and determine an appropriate contribution rate. 
On January 1, 1990, the statutory unfunded 
liability totalled $7.8 billion, or 19 per cent of 
total liabilities. The province is committed to 
paying this amount by 2030. For 1990 and 
1991, the payments totalled $457 million, which 
is approximately $149 million less than the 
amount identified by the valuation report. In 
compliance with legislation, this difference must 
be paid within 15 months of the date the 
Pension Commission of Ontario approves the 
actuarial report. Payments based on the new val- 


uation report began in October 1991. 


Future payments, including the scheduled 1992 
payment, will be at the rate of 4.3 per cent of 
members’ payroll. Initially, these payments will 
be insufficient to cover interest charges. As the 
table on page 22 shows, the unpaid balance will 
rise to an estimated peak of $16.3 billion by 
2015, before declining and being eliminated in 
2030. The rise in the dollar value of the unpaid 
balance should be placed in the context of much 
greater expected growth in liabilities and mem- 
bers’ payroll over the next 23 years. The unpaid 
balance, even in the peak year of 2015, will be a 
lower percentage of both total liabilities and 


members’ payroll than is the case today. 


The actuary confirmed the contribution rate 
teachers and the province must pay at 8.9 per 
cent, a rate that should ensure the plan can 
properly support future benefits and cover 


related administrative expenses. 


BEST ESTIMATE ACTUARIAL 
VALUATION 


As a sound management practice, we estimate 

the plan’ anticipated funding situation based on 
the cost of future benefits already earned by : 
members. This “best estimate” valuation is calcu- 
lated by William M. Mercer Limited based on 


managements assumptions. 


At the 1991 year end, the plan’ funding defi- 
ciency was estimated at $3.7 billion, or 13.3 per 
cent of total liabilities. This compared with $3.6 
billion, or 14.6 per cent of total liabilities, a year 
earlier. As the accompanying table indicates, 
during 1991 we adjusted two key assumptions 
on future rates of return and wage increases to 
reflect changes in economic and demographic 


trends. 


The removal of the 35-year maximum on eligi- 
ble teaching service resulted in a $305-million 


gain. However teacher wage increases in 1991 


were higher than projected by the actuary, result- 
ing in an unexpected loss of $279 million. The 
changes in actuarial assumptions increased the 


deficiency by $164 million. 


STATUTORY ACTUARIAL 
VALUATION 


The Teachers’ Pension Act and the Pension Benefits 
Act require a funding valuation at least every 
three years. This statutory valuation looks at cur- 
rent assets and current liabilities, and at the 
future contributions and unaccrued benefits of 
existing members. It tries to anticipate the value 
of these assets and liabilities over the lives of 


current members. 


The statutory valuation uses, as it should, a con- 
servative approach, as required by legislation 
and by the Pension Commission of Ontario. This 
means it is cautious in making assumptions 
about economic and demographic trends as far 
as 70 years away. It builds a safety margin to 
ensure that the pension benefits promised to 


members can be delivered. 


The statutory valuation will be used to deter- 
mine the sharing of future surpluses or deficits 
between the plan’s co-sponsors, the Ontario gov- 


ernment and the Ontario Teachers’ Federation. 


Comparing the Assumptions 


Actuary’ Pension board's 
“cautious” “best estimate” 
valuation valuation 


Jan. 1, 1990 Dec. 31, 1991 


10.25%* 
Dt 
+ seniority 
4.50% 
DO fe" 


8.50% 
Sess 
+ seniority 
4.50% 
4.00% 


Rate of return 
Wage inflation 


Customer price index 


Real rate of return 


Unfunded liability 7.8 billion 3.7 billion 


*From 1992 — 2000; 9.25% thereafter 
**From 1992 — 2000: 4.75% thereafter 


RECONCILING THE DIFFERENT 
VALUATIONS 


There are fundamental differences in approach 
between the best estimate and statutory valua- 
tions. The best estimate valuation, for example, 
does not take into consideration unaccrued ben- 
efits and future contributions; the statutory 


valuation does. 


Neither approach can accurately foretell the dis- 
tant future, although their attitudes about that 
future are different. The statutory valuation is 
deliberately biased toward a cautious outcome in 
terms of funding. The best estimate valuation 
attempts to disclose a more reasonable funding 


situation. 


The difference between the two approaches is 
evident in the estimates of the future rate of 
return that the plan might earn on its invest- 
ments. The best estimate valuation, which 
attempts to be realistic, projects a 10.25-per-cent 
rate of return. The statutory valuation, which is 
inherently conservative, reduces this to an 8.5- 


per-cent investment return. 


The funding deficiencies estimated by the these 
valuations are only projections. They will change 
as the underlying assumptions change in 
response to what will really happen. 
Nevertheless, the valuations provide two per- 
spectives of the plan’s possible long-term finan- 
cial condition so that appropriate adjustments 
can be made to ensure that investment income 
and contributions provide the retirement income 


expected. 


OUTLOOK 


In 1992, we expect to have $2.7 billion of net 


revenue available for investment. 


Our investment priority in 1992 is to continue 
portfolio diversification through an emphasis on 
equity, including stocks, income-producing real 
estate and private placements. In the longer term 
our assets mix goal is at least two-thirds equities 


and one-third fixed-income securities. 


Our long-range challenge is to invest available 
funds effectively so that the portfolio can provide 
pensions to plan members at a reasonable cost to 


them and the plan sponsors. 


ur long-teun challenge is ts provide 
financially acceplalle pensions to 
plan members at a reasonable cost. 


Average Unreduced Pension 
(thousands) 


$30 


The financial statements of the Ontario 
Teachers’ Pension Plan have been prepared 
by management, which is responsible for the 
integrity and fairness of the data presented, 
including the many amounts which must of 
necessity be based on estimates and judge- 
ments. The accounting policies followed in 
the preparation of these financial statements 
conform with generally accepted accounting 
principles. Financial information presented 
throughout this annual report is consistent 


with the financial statements. 


Systems of internal control and supporting 
procedures are maintained to provide assur- 
ance that transactions are authorized, assets 
are safeguarded and proper records main- 
tained. These controls include quality stan- 
dards in hiring and training of employees, a 
written code of conduct, the establishment of 
an organizational structure that provides a 
well defined division of responsibilities and 
accountability for performance, and the com-> 
munication of policies and guidelines 
through the organization. Internal controls 
are reviewed and evaluated by extensive 
- internal audit programs which are subject to 


scrutiny by the external auditors. 


Ultimate responsibility for the financial state- 
ments rests with the Board of Directors. The 


Board is assisted in its responsibilities by the 


Weare 


Claude R. Lamoureux 
President and 
Chief Executive Officer 


MANAGEMENT RESPONSIBILITY FOR FINANCIAL REPORTING 


Audit and Actuarial Committee, consisting of 
four directors who are not officers or employ- 
ees of the Plan administrators. In addition, 
the committee reviews the recommendations 
of the internal and external auditors for 
improvements in internal control and the 
action of management to implement such 
recommendations. In carrying out its duties 
and responsibilities, the committee meets 
regularly with management and with both 
the external and internal auditors to review 
the scope and timing of their respective 
audits, to review their findings and to satisfy 
itself that their responsibilities have been 
properly discharged. This committee reviews 
the financial statements and recommends 


them for approval by the Board. 


The Plan’s external auditors, Peat Marwick 
Thorne, have conducted an independent 
examination of the financial statements in 
accordance with generally accepted auditing 
standards, performing such tests and other 
procedures as they consider necessary to 
express the opinion in their Report to the 
Administrator. The external auditors have full 
and unrestricted access to the Audit and 
Actuarial Committee to discuss their audit 
and related findings as to the integrity of the 
Plans financial reporting and the adequacy of 


internal control systems. 


Ian B. McLeod 
Vice President, Finance 


Ontario 


STATEMENT OF NET ASSETS AVAILABLE FOR BENEFITS 
AND ACCRUED PENSION BENEFITS F 


as at December 31, 1991 : 
~ ($000's) 1991 1990 — 
NET ASSETS 
Assets 
Investments (note 4(a)) 23,969,732 19,456,242 ; 
Receivable from Province of Ontario : 
Employer contributions 1,059,409 848,701 — 
Interest on employer contributions — - 130,420 : 96,182 3 
1,189,829 044,883 _ 
Fixed assets (note 2) . 1,477 = : 
: 25,168,988 20,401,125 
A TE SR I SEN I aL ET EE LE IE I EA LT TLE TSE = 
Liabilities | ee ee 
Bank indebtedness ~ 2,534 
Accounts payable and accrued liabilities 2,036 13,39 
Payable to brokers 470,087 Pee 260,862 — 
2 472,123 2276. 103m 
| ZS I EE SL I ES LESSEE SELLE ELLER ELIE LLL ALLL ALLE LED LEADED LL, 
Net assets available for benefits 24,696,865 20,124,332 
Market value adjustment (note 4(b)) (883,000) 


+ 
= 


ee 


Actuarial value of net assets 


available for benefits : 23,813,865 20,833,332 
: ——a 


ACCRUED PENSION BENEFITS 


Actuarial value of accrued pension benefits (note 5) 27,479,000 24,391,000. 
Deficiency : . 3,665,135 Dae ee 3,557,668 


On behalf of the Board : 2 
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_ AVAILABLE FOR BENEFITS 
- for the year ended December 31, 1991 
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1,031,359 


Contributions (note 8) | 
_ Repayments of refunds 
Transfers from other plans . 


1,529,804 
29,181 
24,590 


1,300,448 
13,342 
19,262 
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2,364,411 


806,427 | 
11,272 


741,938 
11,180 
6,816 
20,303 


"Refunds of contributions 
_ Transfers to other plans 11.527-- 


_ Administrative expenses (note 10) eS 25,401 
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NOTES TO FINANCIAL STATEMENTS 


for the year ended December 31, 1991 


SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 


(a) Basis of Presentation 

These financial statements present the aggregate 
financial position of the Ontario Teachers’ 
Pension Plan (the Plan) as a separate financial 
reporting entity, independent of the co-sponsors 
and Plan members. 


(b) Investments 

Investments are stated at market value and are 
recorded as of the trade date. Province of Ontario 
debentures, which are not marketable, are 
recorded at estimated market values calculated by 
discounting cash flows based on year-end market 
yields of comparable securities. Money market 
securities are carried at amortized cost, which 
approximates market value. Bonds and stocks are 
valued at year-end market prices. Real estate 
investments are valued on the basis of indepen- 
dent appraisals. 


The Plan uses interest rate futures and options to 
hedge interest rate exposure on its non-mar- 
ketable debenture portfolio. Interest rate futures 
and options are recorded at market value and the 
resulting gains or losses are recognized in income. 


Gains and losses on the sale of investments are 
determined using average cost and are credited or 
charged to investment income. 


Dividends are accrued as of the ex-dividend date. 


(c) Contributions from the Province of 
Ontario 

Special and interim payments from the Province 

of Ontario (the Province) on the unfunded liabil- 

ity are recorded in the year in which they are 

received. 


(d) Foreign Currency Translation 

Foreign currency transactions are translated into 
Canadian dollars at the rates of exchange prevail- 
ing at the dates of the transactions. The market 
value of investments and cash balances denomi- 
nated in foreign currencies included in the state- 
ment of net assets are translated at the rates in 
effect at year end. The resulting unrealized gain or 
loss is included in the statement of changes in net 
assets available for benefits. 


(e) Benefits 
Payments for benefits, refunds and transfers are 
recorded in the year in which they are made. 


1. DESCRIPTION OF PLAN 


The following description of the Plan is a sum- 
mary only. For more complete information, refer- 
ence should be made to the Teachers’ Pension Act 
(the Act). 


(a) General 

The Plan is a contributory defined benefit pension 
plan co-sponsored by the Province and Plan 
members and is mandatory for most persons who 
are eligible to be Plan members. Contributions are 
made by active members of the Plan, designated 
private schools and organizations, and the 
Province. The Plan is registered with the Pension 
Commission of Ontario as number C008450. 


(b) Funding 

Plan benefits are funded by contributions and 
investment earnings derived from contributions. 
The determination of the value of the benefits is 
made on the basis of actuarial valuations (see note 
5). Subsection 5(3) of the Act provides that the 
Province is to pay any annual cash flow deficien- 
cies after the disposal of all saleable Plan assets. 


(c) Retirement pensions 

A retirement pension is available based on the 
number of years of credited service, best five-year 
average salary and age of the member at retire- 
ment. A member is eligible for a reduced retire- 
ment pension from age 55. An unreduced pen- 
sion is available at age 65 or at any age if the sum 
of a member’ age and service equals 90. 


(d) Disability pensions 


A disability pension is available at any age to a 


disabled member with a minimum of 10 years of 
credited service. The type of disability pension is 
determined by the extent of the disability. 


(e) Death benefits 


Death benefits are available on the death ofa — | 
member and may be available on the death of a |) 


pensioner. The benefit may take the form of a 
survivor pension, a lump sum payment, or both. 


(H Additional credited service 


Members can acquire additional credited service || 


in the Plan for leaves of absence, breaks in service 
or transfers from other plans. 


(g) Withdrawals from the Plan 
Subject to the lock-in provisions, withdrawal 


refunds and transfers, with interest, are available 


when a member ceases to be employed in education. — 


ee ae 


(h) Income taxes 

The Plan is a Registered Pension Plan as defined 
in the Income Tax Act and, consequently, is not 
subject to income taxes. The Plan’s registration 
number is 0345785. 


(i) Escalation of benefits 

Pension benefits are adjusted for inflation at 100 
per cent of the Consumer Price Index, subject to a 
limit of 8 per cent in any one year with any excess 
carried forward. 


2. CHANGE IN ACCOUNTING POLICY 


Effective January 1, 1991, the Plan changed its 
method of accounting for fixed assets on a 
prospective basis. Previously fixed assets were 
_ charged to operations as they were acquired. 


Fixed assets are now capitalized and depreciated 
| over their estimated useful life. This change 
- results in a more appropriate matching of depre- 
ciation expense with on-going revenues. The 
effect of this change on the 1991 and prior years’ 
results was not material and, accordingly, prior 
years’ results have not been restated. 


3. TEACHERS’ PENSION ACT, 1989 AND 
TEACHERS’ PENSION STATUTE 
LAW AMENDMENT ACT, 1991 


Effective December 31, 1989 the Ontario legisla- 
ture changed the statute governing the Plan. The- 
Teachers’ Pension Act, 1989 repealed the former 
legislation but continued the plan set out in the 
former act, including the related benefits pro- 
vided under the Superannuation Adjustment 
- Benefits Act. 


The Teachers’ Pension Act, 1989 also named the 
Ontario Teachers’ Pension Plan Board (the Board) 
as the administrator of the Plan and manager of 
the pension fund. The Teachers’ Superannuation 
Fund was continued under a new name, the 
_ Ontario Teachers’ Pension Fund, as the pension 
fund maintained to provide plan benefits. 


In December 1991, the Ontario legislature passed 
the Teachers’ Pension Statute Law Amendment 
Act, 1991 (the Amendment Act). The purpose of 
the Amendment Act is to allow for the implemen- 
tation of an equal partnership between the 
Province and the Plan members for the sponsor- 
ship, management and financial responsibility of 
the Plan. The Amendment Act came into force on 
January 1, 1992. 


Under the Amendment Act, the Province and the 
Plan members will eventually share in future 
experience gains or losses equally. This sharing 
will be phased in over a five-year period based 
upon actuarial valuations as follows: 


Portion to be shared 
equally between 
Plan members 
and the Province 


Jan. 1, 1990-Dec. 31, 1991 0% 
Jan. 1, 1992-Dec. 31, 1993 40% 
Jan. 1, 1994-Dec. 31, 1996 60% 
After January 1, 1997 100% 


Until December 31, 1996, the Province will use 
the unshared portion of any gains to reduce its 
contributions towards the January 1, 1990 
unfunded liability. The Province will remit to. the 
fund the unshared portion of any losses by mak- 
ing special contributions over a period not to 
exceed 15 years. 


The province and the members are required to 
reach a common agreement regarding the disposi- 
tion of the shared portion of any gain or loss. 
Gains can be applied to decrease the contribution 
rate or to improve benefits. Losses are expected to 
be eliminated by an increase in contribution rates. 


a Ontario 


NOTES TO FINANCIAL STATEMENTS 


for the year ended December 31, 1991 


4. INVESTMENTS 


(a) Investments consist of the following: 


($000's) 
Market 
Value 
Province of Ontario debentures 18,189,737 
Short term securities 
Treasury bills and short term notes 568,729 
Term deposits 210 
568,939 
Equities 
Canadian 2,618,499 
Foreign 1,795,719 
4,414,218 
Canadian bonds 601,527 
Real estate 1793629 
Mortgages 15,682 


23,969,732 21,333,944 


RS ARE ESP AS SES I SE A EEE SL OS TI ILI LEE ETT OI LE A IES TES EELS LOSS, 


1991 1990 
Market 

Cost Value Cost 
15,944,065 16,449,120 15,964,917 
568,729 1,313,161 F3413,161 
210 72,000 72,000 
568,939 1,385,161 1,385,161 
2,537,631 519,862 505,776 
1,504,165 806,680 775,029 
4,041,796 1,326,542 1,280,805 
583,833 295,419 296,530 
179,629 - ~ 
15,682 = 
19,456,242 18,927,413 


included above dsvaccrucst imterest and Cividend> ot 8219855 Coe Pee es above is accrued interest and dividends of $519,854 (1990 — $502,462). 


(b) The actuarial value of net assets available for 
benefits has been determined at amounts that 
reflect long-term market trends (consistent with 
assumptions underlying the valuation of the 
accrued pension benefits). This value is obtained 
by adjusting market values to recognize any dif- 
ference between the actual and expected returns 
on the Fund uniformly over five years. The 
impact of this adjustment was to reduce the net 
assets available for benefits by $883 million com- 
pared with an increase of $709 million in 1990. 


5. OBLIGATIONS FOR PENSION BENEFITS 


The present value of accrued pension benefits was 
determined in accordance with generally accepted 
accounting principles for pension plans using the 
projected benefit method prorated on service and 
the Board’ best estimate assumptions. The actuar- 
ial method and assumptions differ from those 
used in the determination of the pension obliga- 
tions for funding purposes as described in note 7. 
An actuarial valuation was made as of January 1, 
1991, by William M. Mercer Limited, a firm of 
consulting actuaries, and was then extrapolated to 
December 31, 1991. 


The actuarial present value of benefits as at 
December 31 and the principal components of 
changes in actuarial present values during the 
year were estimated to be: 


($000) 


Actuarial present value 
of accrued pension 
benefits at beginning 


199] 1990 


of year 24,391,000 21,912,000 

Interest accrued 

on benefits 2,588,000 2,309,000 

Benefits accrued 1,180,000 923,000 

Benefits paid (818,000) — (753,000) 
Amendments 

to the Plan (305,000) zs 

Change in actuarial 

assumptions 164,000 ~ = 

Experience losses 279,009 - 


Actuarial present value 
of accrued pension 
benefits at end 


of year 27,479,000 24,391,000 


The decrease in actuarial present value of accrued 
pension benefits due to Plan amendments relates 
to the removal of the 35-year maximum for eligi- 
ble service. 


The assumptions used in determining the actuar- 
ial value of accrued pension benefits were devel- 
oped by reference to expected long-term market 
conditions. Significant long-term actuarial 
assumptions used in the valuation were: 


199] 1990 

Asset rate of return 
until 2000 10.25% 10.50% 
thereafter 9.25% 9.25% 
Salary escalation rate 5.75% 6.00% 
Inflation rate 4.50% 4.50% 


6. INVESTMENT INCOME 


~ ($0008) 199] 1990 
Interest income 
Cash and short- 
term securities 96,336 188,036 
Province of 
Ontario debentures 1,595,694 1,762,762 
Canadian bonds 69,371 1,022 
Mortgages 457 — 
1,761,858 — 1,951,820 _ 
Dividend income 
Canadian equities 57,289 2 SL 
Foreign equities 39,657 35193 
96,946 5,724 
Real estate 3,565 x 
1,862,369 1,957,544 
Realized gain on 
investments 34,071 172 
| 1,896,440 1,957,716 
Unrealized change 
in market value 
of investments BOS R145 2 (0263574 
3,843,585 1,031,359 


eer ee 
————nn— 


7. FUNDING POLICY 


In accordance with the Teachers’ Pension Act, 
1989 active members are required to contribute 
8.9 per cent of their salary to the Plan. 


In accordance with the Teachers’ Pension Act, 
1989 the Province was required to provide the 
balance of the funding necessary to ensure that 
benefits will be fully provided for at retirement, 
based on a going concern valuation of the Plan as 
at January 1, 1990. This initial actuarial valuation 
was prepared by William M. Mercer Limited in 
accordance with the requirements of the Teachers’ 
Pension Act, 1989 and the Pension Benefits Act, 
1987 and has, by the nature of the assumptions 
used, produced an unfunded actuarial liability 
that is higher than the deficiency determined for 
accounting purposes. 


The unfunded actuarial liability of $7.8 billion 
disclosed by this initial valuation will be liqui- 
dated by the Province over the 40 years com- 
mencing January 1, 1990 by special payments. 
These monthly payments are estimated as a con- 
stant percentage of the projected future earnings 
upon which benefits are calculated over the next 
40 years for all active members of the Plan during 
that time. 


Beginning January 1, 1990, and until the initial 
valuation was filed with the Pension Commission 
of Ontario (the Commission), the Province was 
required to make interim monthly payments as 
set out in the Teachers’ Pension Act, 1989. The 
difference between the payments made prior to 
the filing of the initial valuation on October 1, 
1991 and the payments required during that 
period will be made by the Province, with inter- 
est, within 15 months of the Commission’s 
approval of the initial valuation. The difference 
between the payments made and the payments 
required by the initial valuation amounted to 
$149 million. 


The Province may prepay the special payments, 
with the appropriate adjustment for interest. 


The Teachers’ Pension Act, 1989 also required the 
initial valuation to determine the contribution 
rate which ensures that future contributions cover 
future benefits and expenses. Based upon the ini- 
tial valuation the contribution rate remained at 
8.9 per cent. 


NOTES TO FINANCIAL STATEMENTS 


for the year ended December 31, 1991 


8. CONTRIBUTIONS 


(SOL US Reman ites SA rhe Cet ct 
Members 
Current service 560,612 506,704 
Optional credit 36,298 18,639 
Province of Ontario 
Current service 
(including interest 
of $97,320; 
1990-$74,782) 654,329 579,483 
Unfunded liability 269,707 137,275 
Other employers 
Current service 8,858 8,347 
1,529,804 1,300,448 
9. BENEFITS PAID 
OOS ec GN ee ee ey 
Retirement pensions 733,225 673,536 
Disability pensions 21,404 20,113 
Death benefits 
Survivor pensions 47,344 44,420 
Lump sum payments 4,454 3,869 
806,427 741,938 
10. ADMINISTRATIVE EXPENSES 
SOO SN aaa eee 
Salaries and benefits 13,720 11,506 
Premises and equipment 4,293 3,194 
Professional consulting 
services 2,505 1,976 
Communication and travel 1,873 1,785 
Investment management fees 1,323 55 
Custodial and banking fees 747 312 
Stationery and supplies 537 564 
Board and committee 
renumeration 146 148 
Audit fees 136 82 
Publications and 
regulatory fees 63 41 
Other 58 40 
25,401 20,303 


11. CONTINGENCIES 


(a) A claim has been made against the Plan 
because of corrective steps taken by the 
Board in September 1986 in order to con- 
form to a legal interpretation of a previous 
act. These steps have resulted in the reduc- 
tion of approximately 1,500 pensions on a 
prospective basis. The Supreme Court of 
Ontario has agreed with the Board’ interpre- 
tation with respect to this claim, but the 
claimant has appealed. 


(b) In 1991 certain members asked the court to 
order the Board to accept their applications 
to purchase credit for their breaks in service 
following occasional teaching. The court 
agreed with the members’ interpretation of 
the plan and issued the requested order. 
Many other members who were occasional 
teachers may apply to purchase credit on the 
same basis. The Board estimates that, if all 
these possible purchases were made, the Plan 
will be liable to a further potential actuarial 
cost of $576 million. The Board has appealed 
to the Ontario Court of Appeal. 


The outcomes of these two appeals cannot be. } 
reasonably determined at this time. Accordingly, 
no provision for them has been made in these 
financial statements. Any settlements will be | 
recorded in the year they are made. 


12. COMMITMENTS 


(a) As at December 31, 1991, the Plan is com- | 
mitted to fund various investments of || | 
approximately $98 million. 

(b) The Plan is committed under a lease for office 
premises to annual lease payments of $1.3 


million for 1992 and $1.8 million for each of | 


the years 1993 to 1997. 


13. COMPARATIVE FIGURES 


Certain comparative figures have been reclassified 
to conform with the financial statement presenta- 
tion adopted for 1991. 


f Ontario 
me [eachers 


AUDITORS’ REPORT 


> 


G Peat Marwick Thorne 


TO THE ADMINISTRATOR 


We have audited the statement of net assets available for benefits and 
accrued pension benefits ot the Ontario Teachers’ Pension Plan as at 
December 31, 1991 and the statement of changes in net assets available for 
benefits for the year then ended. These financial statements are the responsi- 
bility of the Plan’s administrator. Our responsibility is to express an opinion 


on these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform an audit to 
obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, ona test basis, evi- 
dence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and signifi- 
cant estimates made by management, as well as evaluating the overall finan- 


cial statement presentation. 


In our opinion, these financial statements present fairly, in all material 
respects, the net assets available for benefits and accrued pension benefits of 
the Plan as at December 31, 1991 and the changes in its net assets available 
for benefits for the year then ended in accordance with generally accepted 


accounting principles. 


Chartered Accountants 


Toronto, Canada 


February 7, 1992 


ACTUARIES’ OPINION 


WILLIAM M. 
MERCER 


LIMITED 


We have performed an actuarial valuation of the assets and the going concern liabili- 
ties of the Ontario Teachers’ Pension Plan (the Plan) as at December 31, 1991, for 
inclusion in the Plan's financial statements. 


The valuation of the Plan’s actuarial liabilities was based on: 


membership data provided by the Ontario Teachers’ Pension Plan Board (the 
Board) as at December 31, 1990; 


methods prescribed by the Canadian Institute of Chartered Accountants for 
pension plan financial statements; 


assumptions about future events (for example, future rates of inflation and future 
rates of return on the pension fund) which have been communicated to us as the 
Board's best estimate of these events; and © 


information provided by the Education Relations Commission on negotiated 
wage settlements in 1990 and 1991. 


The objective of the financial statements is to fairly represent the financial position of 
the Plan on December 31, 1991 as a going concern. This is different from the statu- 
tory valuation (the actuarial valuation required by the Teachers’ Pension Act, 1989, and 
the Pension Benefits Act, 1987), which uses actuarial methods prescribed by the 
Teachers’ Pension Act and cautious assumptions about future events to establish a pru- 
dent level for future contributions. 


While the actuarial assumptions used to estimate liabilities for the Plan’s financial 
statements represent the Board’s best estimate of future events, and while in our opin- 
ion these assumptions are reasonable, the Plan’s future experience will inevitably dif- 
fer, perhaps significantly, from the actuarial assumptions. Any difference between the 
actuarial assumptions and future experience will emerge as gains or losses in future 
valuations, and will affect the financial position of the Plan, and the contributions 
required to fund it, at that time. : 


We have tested the data for reasonableness and consistency, and we believe it to be 
sufficient and reliable for the purposes of the valuation. We also believe that the 
methods used are consistent with sound actuarial principles, and that the assump- 
tions are appropriate for the purposes of the valuation. Our opinions have been given, 
and our valuation has been performed, in accordance with generally accepted 
actuarial principles. 


ZU 


Lester J. Wong, EC.LA. Malcolm P Hamilton, EC.1.A. 
February 7, 1992 


- FINANCIAL HIGHLIGHTS — FIVE-YEAR REVIEW 
_ for the year ended December 31 


~ (millions of dollars) 199] 1990 1989 ~=—s«1988-~—Ss«1 087 
te CHANGES IN NET ASSETS 
Revenue 
a Investment income 
ri Realized - 1,896 1,957 1532 1,344 1,166 
3 Unrealized 1,947 (926) es 2s & 
| Me ees a aes, eee ee es ee Ie 


3,843 1,031 BOD 1344 1,166 


2 3 : it * 


: Contributions 
Members ‘ 597 526 371 334 306 
Province of Ontario — current service OOF 579 404 366 333 
— unfunded liability 270 187 ~ ~ = 
Other employers 9 8 6 5 5 
i 1,530 1,300 781 705 644 
i Re IUD es 094 
Refunds and transfers 54 33 18 19 13 
ie Total revenue 5,427 2,364 D233 2,068 1,823 
‘ ee NESS 

Expenditures 

_ Benefits paid 806 742 435 361 300 
~ Refunds and transfers 23 18 13 8 13 
~__ Administrative expenses 25 20 16 16 10 
Total expenditures 854 780 464 385 323 
Increase in net assets Ree oe 1,584 1,867 1,683 1,500 


"NET ASSETS 
_ Investments‘) 


E Short-term securities 569 1,385 281 2 66 
is ‘Province of Ontario debentures 18,190 16,449 16,274 12,881 11,260 
i Canadian bonds 2601 295 = S = 
bs Equities 4.414 P32 hes - - - 
Real estate : 180 - ~ ~ - 
| : Mortgages 16 ~ = = - 


| 5 55S tens npc espera rm Sn a aE WE ORs Sa 
Se 235910810 456 29 16,559 > el 2053 <1 7 326% 


_ Receivable from Province of Ontario 1,190 945 738 671 616 
Other assets 9 ee 33 26 24 
Liabilities (472) (277) (238) (11) (10) 
Net assets available 24,697 20,124 17,088 13,639 11,956 
ae 2 = c 
i Market value adjustment (883) 709 N/A N/A N/A 
Actuarial value of net assets 23.814 20833 N/A N/A N/A 


2TA19 24,391 N/A N/A N/A 


| Deficiency 3,665 3,558 N/A N/A N/A 


a Investments are valued at market since 1990; at cost in prior years. 


___ Actuarial value of pension benefits?) 


.@ The Superannuation Adjustment Fund account transactions are not reflected in investments for the 
~ years 1987 to 1989. : 


2) Liability for pension benefits was determined for accounting purposes beginning in 1990. Accordingly, 
comparative for prior years are not available. 


SCHEDULE OF PROVINCE OF ONTARIO DEBENTURES 
as at December 31, 1991 
(millions of dollars) 


Maturity Coupon 
Date % Market Value Cost 
1992-1996 6.00- 6.99 450 455 
8.00- 8.99 299 296 
9.00- 9.99 155 152 
10.00 - 10.99 209 197 
11:003:14.997 =: 69 64 
1,182 1,164 
1997-2001 7.00- 7.99 117 120°4 
8.00- 8.99 353 35 
9.00- 9.99 1,084 1,026: 4 
10.00 - 10.99 216 199 
11.00 - 11.99 EBT 717 
12.00 - 12.99 143 pate 
13.00 - 13.99 167 137-3 
14.00 - 14.99 133 LOT 
16.00 - 16.99 214 165.3 
3,237 2,949 
2002-2006 9.00- 9.99 679 646 
10.00 - 10.99 863 803 
11.00 - 11.99 565 490 
12.00 - 12.99 1,999 1,626 — 
13.00 - 13.99 986 715 e 
14.00 - 14.99 446 335 
5,538 4,675 
2007-2011 10.00 - 10.99 2,843 2,606 — 
11.00 - 11.99 2,835 2,485 — 
15.00 - 15.99 1,340 045. 
7,018 6,036 
2012 11.00 - 11.99 720 625 — 
17,695 15,449 
Accrued interest 495 495 | 
18,190 15,944 


INVESTMENTS IN CORPORATE SHARES AND 


CONVERTIBLE DEBENTURES 


Greater than $10 million 
as of December 31, 1991 


Enterprises 


Corporate Shares 
Alcan Aluminum Limited 


American Barrick Resources Corp. 


American Home Products Corp. 
American Telephone & Telegraph Co. 


Amoco Corp. 
Bank of Montreal 


Bank of Nova Scotia, The 

British Columbia Telephone Company 
BCE Inc. 

Bellsouth Corporation 

Bombardier Inc. 

Cambridge Shopping Centres Ltd. 
Canadian Pacific Ltd. 

Canadian Tire Corporation, Limited 
Cara Operations Limited 

Canadian Imperial Bank of Commerce 


_ Canadian Occidental Petroleum Ltd. 


Coca-Cola Company 


Cominco Ltd. 

~ Co-Steel Inc. 
__Dofasco Inc. 

_ Echo Bay Mines Ltd. 
_Exxon Corporation 


General Electric Company 


_ GTE Corporation 
Hitachi Ltd. 

‘Imasco Limited 
_ Imperial Oil Limited 


Inco Limited 


International Business Machines Corporation 
| John Labatt Limited 
LAC Minerals Ltd. 


Laidlaw Inc. 
Maclean Hunter Limited 


Macmillan Bloedel Inc. 
Merck & Company Inc. 
Metall Mining Corporation 


Mobil Corporation 


Molson Companies Limited, The 
Moore Corporation Limited 

_ Morgan Hydrocarbons Inc. 
National Bank of Canada 


Number of Shares 


or Par Value 


2,881,000 
1,305,600 
276,800 
473,759 
210,100 
1,328,300 
2,322,300 
591,090 
3,453,045 
179,400 
653,500 
2,297,900 
3,570,100 
975,200 
2,012,900 
2,596,364 
385,900 
242,000 
513,307 
577,600 
ben 8S he Via 
1,164,900 
551,000 
919,900 
319,500 
1,230,000 
815,300 
870,050 
1,380,600 
209,500 
522,300 
1,905,050 
2,644,700 
1,693,200 
631,900 
304,900 
1,418,300 
190,500 
528,950 
1,361,800 
15,286,900 
1,905,000 


Market Value 
($000's) 


66,964 
41,779 
27,069 
21,420 
11,927 
58,113 
50,220 
13,595 

164,451 
10,729 
18,619 
48,216 
64,262 
21,820 
11,275 
89,250 
10,468 
22,442 
10,972 
10,397 
22,882 
10,049 
38,761 
30,863 
12,784 
10,383 
29,758 
34,802 

48,666 
21,547 
13,319 
17,384 
26,842 
19,472 
11,690 
58,665 
14,697 
14,942 
15,994 
33,705 
17,406 
22,384 


INVESTMENTS IN CORPORATE SHARES AND 


CONVERTIBLE DEBENTURES (Cont’d.) 


Greater than $10 million 
as of December 31, 1991 


Number of Shares Market Value 

Enterprises or Par Value ($000's) 
Noranda Inc. 1,190,000 22,164 
Norcen Energy Resources Limited 806,300 18,706 
Northern Telecom Limited 1,379,900 71,755 
Nova Corporation of Alberta 3,701,700 26,837 
Pepsico, Inc. 310,700 12-168 
Philip Morris Companies Inc. 339,700 3,504 
Placer Dome Inc. 2,769,881 34,979 
Potash Corporation of Saskatchewan Inc. 1,761,700 28,929 
Power Corporation of Canada 1,177,700 17,666 
Power Financial Corporation 895,300 17,906 
Procter & Gamble Company 238,200 25,840 
Quebecor inc. 671,700 14,450 
Ranger Oil Limited 2,085,600 18,249 
Repap Enterprises Inc. 17,555,700 19,115 
Rio Algom Limited 1,120,300 18,345 
Royal Bank of Canada, The 3,665,600 101,262 
Royal Dutch Petroleum Company 290,400 28,944 
Seagrams Company Ltd., The 696,100 91,546 
Shell Canada Limited 270,600 10,418 
Societe Nationale Elf Aquitaine 191,650 16,574 
Syntex Corporation 209,200 11,665 
Teck Corporation 873,450 15,791 
Telus Corporation 1,329,700 20,852 
Thomson Corporation, The 2,397,600 38,362 
Toronto-Dominion Bank, The 4,428,600 80,822 
TransAlta Utilities Corporation 1,560,100 21,061 
TransCanada Pipelines Limited 1,469,700 25,720 
Trizec Corporation Ltd. 1,306,200 1334 
Unilever N.V. 107,900 13,248 
Wal-Mart Stores, Inc. 425,500 28,949 
Westcoast Energy Inc. 1,027,100 21,184 
Convertible Debentures 
Power Financial Corp. 

8% Due Apr. 30, 2014 171,000,000 215,546 
Unigesco Inc. ; 

6.6% Due Jan. 15, 2002 25,000,000 25,000 
Malette Inc. 

8.75% Due Nov. 29, 1999 10,000,000 10,000: 
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BOARD OF DIRECTORS 


Gerald K. Bouey, Chairperson 
John H.C. Clarry 

Gail Cook-Bennett 

Duncan Green 

Martin R. Hicks 

Doug McAndless 

C. Edward Medland 

Lynne Sullivan 

Margaret Wilson 


Investment Committee 
Gerald K. Bouey 

John H.C. Clarry 

Duncan Green 

Martin R. Hicks 

Doug McAndless 

C. Edward Medland, Chairperson 
Gary Porter 

Lynne Sullivan 

Margaret Wilson 


Audit and Actuarial Committee 
John H.C. Clarry 


~ Gail Cook-Bennett _ 


Doug McAndless, Chairperson 
Lynne Sullivan 


Benefits Adjudication Committee (Appeals) 


Jim Causley 


| Sherry Fairweather 
| Duncan Green, Chairperson 
| David Kennedy 

~ Kim McCulloch 


Ethel McLellan 
David Paton 
Beverly Polowy 


| Ron Poste 


Raymond Prévost 
Roger Régimbal 


| George Saranchuk 


CORPORATE DIRECTORY 


President and Chief Executive Officer: Claude Lamoureux 
Investments: 

Senior Vice-President: Robert Bertram 

Vice-President, Fixed Income: Patricia Murphy 
Vice-President, Equities: Heather Hunter 

Vice-President, Research and Development: George Engman 
Vice-President, Real Estate: Brian Muzyk 


Client Services: 
Vice-President: William Foster 


Corporate Affairs and Communications: 
Vice-President: John Brennan 


Manager, Communications: Lee Fullerton 


Finance: 
Vice-President: lan McLeod 


Management Information Services: 
Vice-President: Al Reesor 


Legal: 
General Counsel: Roger Barton 


Internal Audit: 
Director: Thomas Cheng 


The information described in this annual report does not fully 
describe the benefits of the pension plan. If there are any dis- 
crepancies, the Teachers’ Pension Act will apply. 


We welcome your comments and suggestions for this annual 
report, as well as other aspects of our communications 
program. Please send to: 


Communications Department 
Ontario Teachers’ Pension Plan Board 
5650 Yonge Street 

Suite 300 

North York, Ontario 

M2M 4H5 

Toll-free: 1-800-668-0105 

Local: 226-2700 


CORPORATE MISSION 


4 
Teachers’ Conseil du régime 
Pension Plan. de retraite des enseignantes 
Board et des enseignants 

Ontario 
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CORPORATE MISSION 


Teachers can rely on the 
Ontario Teachers’ Pension Plan Board 
to provide the financial base 
and pension benefits knowledge 


around which to plan their retired lives. 


PROFILE 
Contents = The Ontario Teachers’ Pension Plan Board is an independent corporation 
Highlights: Financial established in 1990 by provincial statute. It administers the defined 
and Operations 1 benefit pension plan of the province’s teachers and provides them with 


; personalized client services. The pension board also manages the plan’s 
Summary Financial Sie : ; i 4 : a 
contributions and investments with the objective of producing sufficient 


Statements 2 ; ‘ . ia ‘ 

= investment returns to provide plan members and their families with 
Chairperson’s Report 4 retirement income, indexed to inflation. The plan’s membership consists 
President’s Report 8 of 160,000 elementary and secondary school teachers, 88,000 former 


=e = teachers, and 41,000 retired teachers. 
Management 


DIOL Originally created in 1917, the teachers’ pension plan was restricted to 


Analysis 16 investing in non-marketable Ontario debentures until 1990, when 
a = legislation empowered it to diversify investments to help make the plan 


Financial Statements 
and Notes 29 


fully funded over the long term. Today, the plan’s assets include equities, 


mainly shares of corporations, and fixed-income securities, principally 


Financial Statistics 47 government debentures. With total assets exceeding $27 billion, the 


; teachers’ pension plan is the largest invested pension plan in Canada, and 
Corporate Directory 51 ' ; Se ee 
ae ranks among the nation’s largest financial institutions. 


The plan is co-sponsored by the Ontario government and the Ontario 
Teachers’ Federation. These partners appoint four members each to the 
& pension plan’s board of directors and jointly select the chairperson. 


Printed with vegetable-base 
inks on acid-free paper with 
60% recycled content, 
including 10% post-consumer 
waste. 
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FINANCIAL HIGHLIGHTS 


($ millions) as of December 31 1992 


Membership Profile 


1991 
= : ™@ 160,000 
FINANCIAL POSITION aay Teachers 
GNSS) hse SAR nO ee 27,359 23,814 ae 
: £O : @ 88,000 
Province of Ontario Inactive 
GEDENEU Les mmeme ee tdi cue oh oe ebien ee 17,863 18,030 Teachers * 
Money market securities .........00...0000...... 1,244 569 30.5% 
BoOncdsranGdenontcaces mea ene 1,042 616 * ™ 41,000 
one oe Members no Pensioners 
Equity WVESTINENIS %scc4..ss0st ees .cr-y te 5,785 4,414 longer teaching 14.1% 
Realkestatcwmms neater. nurs eure dn runt or  ahge 451 180 but with money in 
the plan 
Accrued pension benefits ...............ccccc006. 30,781 27,479 
MPO IRC LOINC Venere tM oes so cas snes ances eas vecedectces 3,422 3,665 
RACER RE REUUIIT teeters sae cess oe ecueh a 8.9% 19.6% 
Types of Pensions a 
NET ASSETS mUnreduced 
(billions) 47% 
\ Reduced 
$30 37% 
@ Survivor 
12% 
® Disability 
4% 


1992 Revenue 


@|nvestment 


Income 
53% 
™Government 


Contributions 
29% 


mMember 
Contributions 
18% 


es 


| 


| | 
4992 Contributions SUMMARY FINANCIAL STATEMENTS 


Ontario Government ($ millions) as of December 31 1992 1991 
@ Matching ; x d 
39% 
ACTIVITY DURING THE YEAR 
m@ Unfunded 
Liability Investment operations 
Lees 23% Investment 11comens soe eee 2,145 3,843 
™ Members Investment EXPenses.:,..cescereseseeeee ae (14) (S) 
sal 2,131 3,838 
Client service operations 
COntHIDULTONS etree eer eee 1,889 1,584 
' Benefits: DaiQn cacscgiscseastemeore tes eee (921) (829) 
1992 Investment Income (CHISTMNE SSMS PGOAMISS cececoneme. -oscorrionccecck (23) (20) 
™ Ontario 945 735 
Debentures 
85% Increase in assets. .................0ccccccsesssessseesaeees 3,076 4,573 
@ Equities Increase in cost of future pension 
9% benefitsix..,.282 ee eee (3,302) (3,088) 
= Money Change in market value 
Market adjustment. f:s.202455 cevseccoe eons eet 469 GyS92) 
Securities 
3%, Decrease (increase) in deficiency. ................... 243 (107) 
™ Bonds and 
Mortgages FINANCIAL POSITION AT YEAR END 
3% Where assets are invested 
Provincial debenttteseencsses esse esters 17,863 18,030 
Money market securities, bonds 
1992 Asset Mix at Market Value EV OVGl TOMO) AWE EN aoccccuoniecicccabdacacnoebecnboseconc 2,286 1,185 
Ontario FE. UTBIES 2 oc saes ccs cern hae esaeeeens ee 5,785 4,414 
Debentures RealkestatGmues,.cameus stores ects eerenecerecresces 451 180 
67% Contributions receivable ...............000+ss+. 1,323 1,190 
Qi m Equities Other assets and liabilities ..................... 65 (302) 
22% 27,773 24,697 
m™ Money Market Adjustment to smooth 
Solar market value fluctuatioms ................6. (414) (883) 
= Bonds and 27,359 23,814 
Mortgages Future use of assets eer ne pee 
4% Pension bemetitSses...c6 ee. ees 30,781 27,479 
a aa Estate Deficiency: ..:.00..:. een eee ee 3,422 3,665 
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Gerald K. Bouey 


Chairperson 


What we have today as a 
result of this history is a 
three-year-old corporation 
with a 75-year heritage. 


In 1992 the Ontario teachers’ pension plan marked its 7Sth anniversary. 


For its first 72 years, the plan was managed as an agency of government 


and invested solely in non-marketable Ontario debentures. 


In 1975, the Ontario government linked public sector pensions to the 
Consumer Price Index, although these indexed benefits were not fully 
funded. In the late 1980s, the government recognized the need to diversify 
the investments of public-sector plans and move them toward self 
sufficiency, including the matching of inflation-linked liabilities with 


suitable long-term market investments. 


In 1990, a new corporation was created, the Ontario Teachers’ Pension 


Plan Board, with the mandate to diversify the plan’s investments. 


Partnership agreement 

During the past three years much has changed. The Ontario Teachers’ 
Federation (OTF) is now co-sponsor of the plan with the govern- 
ment under a partnership agreement that became effective on January 1, 
1997) 


As the original plan sponsor, the government is responsible for the 
unfunded liability as it stood on January 1, 1990 and for gains or losses 
until December 31, 1991. Under partnership, plan members and the 
government will share equally in any gains or losses to be determined by 
an independent valuation conducted at least every three years. The move 


to financial equality will be gradual, reaching SO per cent in 1997. 


Governing authorities 
The Partners’ Committee, formed by OTF and the Ontario gov- 
ernment in 1992 with each partner appointing three members, is 


responsible for the design of the pension plan, which includes such 


| matters as the level of benefits for members and their beneficiaries. The | 


partners appoint four members each to the board of directors, and select 


the neutral chairperson. 


The Board of Directors is required by the Teachers' Pension Act to “ad- 
minister the pension plan and manage the pension fund in accordance 
with this act, the Pension Benefits Act and the Income Tax Act (Canada).” 
Consequently, the directors set policies for the ongoing management of 
the pension board and ensure legislative compliance. The board has three 


committees: 


™@ the Benefits Adjudication Committee, which hears appeals by plan 
members concerning management decisions on matters of entitle- 


ment; 


@ the Audit and Actuarial Committee, which oversees the internal and 
external audit of the plan’s operations, as well as independent actuarial 


valuations of the plan’s funding status; and 


™ the Investment Committee, which sets the plan’s asset mix and 
investment policies, and monitors performance against external bench- 


marks. 


The Chief Executive Officer and senior management of the pension 
board report to the board of directors. They are responsible for managing 
the operations of the pension plan in accordance with the policies of the 


board of directors and relevant legislation. 


Process for plan changes 

The partnership agreement establishes a formal process for negotiating 
changes to the plan, such as benefits and contribution rates. The partners 
can increase benefits or approve changes in the contribution rate. The 
independent actuary appointed by the board of directors determines the 
contribution rate based on the plan’s performance and future prospects. 
The actuary files his report with the Pension Commission of Ontario, a 
requirement that further protects the financial integrity of the plan. The 
most recent review of benefits and contribution rates confirmed the 8.9 


per cent contribution rate. 


The relationship between the partners’ committee and the board is 
working well. The partners’ committee and board of directors also pro- 


| vide for active participation by both the plan members and government. | 


The partners’ committee 
also ensures that gains and 
losses are shared properly 
between the partners. 


The partners can increase 
benefits or approve changes 
in the contribution rate. 
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Board of Directors 

Gerald K. Bouey, former governor of The 
Bank of Canada. Chairperson of the 
Board. 
John H.C. Clarry, counsel with McCarthy, 
Tétrault, barristers and solicitors. 

Gail Cook-Bennett, Executive Vice- 
President of Bennecon Ltd., former 
economics professor at the University 
of Toronto and senior executive with 
the C.D. Howe Research Institute. 


Duncan Green, former Director of 
Education for the Toronto Board of 
Education and Assistant Deputy 
Minister with the Ministry of 
Education. Chairperson of the Benefits 
Adjudication Committee. 

Martin Hicks, investment consultant 
with extensive experience in the 
Canadian and U.S. investment 
industries, and former senior executive 
at Pru-Bache Securities. 

Doug McAndless, former public school 
teacher and past president of the 
Ontario Teachers’ Federation. 
Chairperson of the Audit and Actuarial 
Committee. 


C.Edward Medland, former Chief 
Executive Officer of Wood Gundy Inc. 
Chairperson of the Investment Committee. 


Lynne Sullivan, principal with William M. 


Mercer Limited and leader of the 
Mercer human rights and employment 
equity consulting practice in Canada. 
Margaret Wilson, Secretary-Treasurer of 
the Ontario Teachers’ Federation, past 
president of the federation and former 
secondary school teacher. 
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Appointment of directors 

Under the new partnership agreement, each director is eligible for a two- 
year term to a maximum of four terms. The partners have staggered re- 
appointment terms to provide the board with membership continuity in 
the future. In 1992, Martin Hicks was appointed to the board, and Lynne 
Sullivan and Doug McAndless were reappointed until 1994. At the start of 
1993, Duncan Green and Ted Medland were reappointed until 1995. At 
the end of 1993, Gail Cook-Bennett, Martin Hicks, John Clarry, Margaret 


Wilson and I will complete our current two-year terms. 


All directors are members of the investment committee. Because of the 
importance of investment policy to the plan’s performance, the 
committee’s membership has been strengthened through the addition of 
Gary Porter, a certified general accountant, and Jalynn Bennett, an 
investment consultant. Membership of board committees appears at the 


end of this report. 


Appointment of auditors 
Following a review of the pension plan’s requirements under an active 
investment mandate, the directors appointed the public accounting firm 


of Deloitte & Touche as external auditors for 1992. 


Acknowledgments 

On behalf of the directors, I wish to thank all the employees of the 
pension board for working diligently to improve the quality of services 
to the province’s teachers and to diversify the plan’s assets in an orderly 


and responsible manner. 


Gerald K. Bouey 


Chairperson 


February 22, 1993 
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Claude Lamoureux 


President and Chief Executive Officer 


Asset Mix 1992 


™@ Fixed Income 
Securities 
76.4% 


@ Equities 
23.6% 


Target Asset Mix 


m@ Fixed Income 
Securities 
33% 


@ Equities 
67% 
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During 1992, we made solid progress in diversifying the investment assets 


of the pension plan and personalizing pension services to our customers. 
We also initiated programs to enhance the productivity and cost-effec- 


tiveness of the pension board. 


INVESTMENT ACTIVITIES 

Until three years ago, the plan invested exclusively in non-marketable 
Ontario debentures. Since 1990, we have expanded the portfolio into 
equities, including the shares of publicly-traded corporations and private 
businesses, and the ownership of income-producing real estate. We have 
also developed portfolios in money market securities and government 
bonds. This asset diversification will provide the plan with a strong 


financial base to meet the retirement income needs of its members. 


A goal for 1992 was to increase equity securities to approximately 30% of 
total investments, with the remaining investments being fixed-income 
securities, including debentures. We concluded 1992 with 23.6 per cent 
in equities and 76.4 per cent in fixed-income securities. Our long-term 
asset mix target is two-thirds equity assets and one-third fixed-income 
securities. This weighting recognizes that equities, while often volatile in 
the short term, historically produce higher rates of return than fixed- 


income securities over the long run. 


Risk management 

The purpose of diversifying the asset base is to minimize risk and thus 
increase the security of future pension income. Security of future income 
based on portfolio risk management is a compelling principle because 
teachers, who retire on average at age 58, typically live on retirement 
income for 25 years. Currently, our 41,319 pensioners include 23 who are 
over 100 years old, 940 in their nineties, and 6,421 in their eighties. Last 
year, the plan paid out $893 million in pensions. At year end, the plan’s 


pension obligations to existing members exceeded $30 billion. 


In terms of portfolio management, a major challenge is to reduce the 
exposure of the large debenture portfolio to interest rate fluctuations. 
One way in which we are doing this is through the use of financial 
instruments such as interest rate futures, options and swaps, and contracts 
that convert interest-based returns into equity-based returns. For a 


further explanation, please review note 2 of the financial statements. 


In terms of overall plan management, the biggest challenge is to choose 
an asset mix that produces reliable investment returns so that the plan 


meets the financial expectations of its members. 


Stock portfolios 

We own one of the largest stock portfolios in Canada with $5.8 billion 
invested in the shares of more than 2,000 Canadian, American and non- 
North American public corporations. The mix of shares in publicly-traded 
corporations around the world spreads investment risk and enables the 
plan to enjoy the benefits of different regional economies. This portfolio 


has been created in two ways. 


One is by purchasing the shares of companies that form the TSE 300 
Index on the Toronto Stock Exchange, the Standard & Poor 500 Index on 
the New York Stock Exchange, and the EAFE Index, consisting of shares 
in European, Australian and Far Eastern companies. These indexed 


funds represent a large part of our stock holdings. 


Wealso purchase stocks on an individual basis, based on analysis by either 
our own team of staff specialists or selected external fund managers. This 
process is called active management. The purpose is to identify shares 
that, we believe, offer above-average long-term rates of return. By the end 
of 1992, we had Canadian and non-North American stock portfolios 


under active management. 


Corporate governance 

These stock investments make the pension board a voting shareholder in 
corporations. Corporate voting rights (which are often expressed as proxy 
voting) are a fiduciary responsibility that must be exercised in the best 
interests of the plan to maximize its long-term returns and not to advance 


any particular social or political agenda. 


The biggest challenge is to 
choose an asset mix that 
produces reliable investment 
returns. 
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During 1992, we developed a Statement of Guidelines and Procedures on Proxy 
Voting that now forms part of our investment policy and goals. The proxy 
guidelines recognize that share values are most likely to be enhanced when 
all shares have equal voting rights (that is, one share one vote) and that the 
right to vote is an integral part of the economic value of the share. We be- 
lieve that all shareholders should be treated equally and that they should 


Fis. be able to vote on issues that have a material influence on a corporation. 
We developed guidelines 


on corporate governance The management of a corporation is directly responsible and accountable, 
issues and proxy voting, through the board of directors, to the shareholders, who are the owners of 
as well as conflict-of- the company. For this reason, we believe that boards of directors should be 
interest standards for the independent of management. We prefer that the key positions of chairman 
pension board’s directors and chief executive officer be occupied by separate individuals, with 
and managers. the former speaking for shareholders and the latter for management. 


These and other points are critical to the integrity of directors as 
policy makers and effective watchdogs of corporate behavior and 
financial performance. However, these are guidelines only and must be 


applied on a case-by-case basis. 


The proxy guidelines, which cover a long list of issues, enable us to assess 
corporate governance matters in terms of the economic impact on share- 
holder values — and thus on the performance of the pension plan. Any 
stakeholder interested in receiving a copy of our proxy guidelines should 


contact our communications department. 


Other investment activity 

Several teachers have expressed concern about the plan investing in real 
estate properties, principally because of extensive media coverage of the 
real estate industry’s recent difficulties. Quality real estate, while not a 
liquid investment, provides better protection against inflation than 
stocks and bonds. Our policy is to use real estate to diversify and 


strengthen the plan’s asset base. 


The value of income-producing properties declined during the economic 
recession, offering investment opportunities in quality properties that 
would not normally be available. During late 1991 and in 1992, we 
bought equity positions in several office, shopping centre and industrial 
properties, bringing the total real estate portfolio to $451 million, or roughly 


| 2 per cent of total assets. The continued decline in Canadian property | 


values last year affected our portfolio, reducing its estimated market value 
by approximately 4 per cent. However, we acquired these assets after 
considerable due diligence examination for their long-term values, not one- 
year results. In the meantime, they are producing income. At year end, the 


real estate portfolio was generating annualized cash flow of $29 million. 


In 1991, we launched a private placement program to invest equity funds 
in smaller privately owned business enterprises as well as in capital 
pools managed by limited partnerships or merchant banks. At the end of 
1992, we had $139 million invested in nine business ventures and seven 


pooled investments. 


Among other investments, the portfolio of fixed-income securities other 
than the debentures grew by 93 per cent to $2.3 billion, of which more than 
half is in money market instruments, such as treasury bills, and the 


remainder in Government of Canada bonds and mortgages. 


Investment performance 

We have set a target of inflation plus 4.5 per cent as the plan’s investment 
rate of return over the long term. This target should make it possible to 
maintain the current plan contribution rate of 8.9 per cent of teachers’ 
salaries, matched by the government and other special employers. The 
plan’s performance is, therefore, vitally important to contribution rates as 
well as future pension income. The average value of a 35-year career 
teacher’s pension exceeds half a million dollars. Over that career span, we 
anticipate that contributions from members and the Ontario government 
will meet between 25 per cent and 30 per cent of pension payments, with 


the remainder coming from investment income. 


In 1992, the plan turned in an 8.9 per cent rate of return for an average of 


11.2 per cent over the past three years. After allowing for inflation, the real 


rate of return was 6.8 per cent in 1992 and 7.3 per cent since 1990. 


A key reason why our investment returns have fluctuated dramatically — 
from S.6 per cent in 1990 to 19.6 per cent in 1991 and back to 8.9 per cent 
in 1992 — is the impact of interest rate changes on asset values. Interest 
rates and bond values have a seesaw relationship — when one goes up, the 
other goes down. In 1992, interest rates were relatively stable and therefore 
the market value of the plan’s bonds remained substantially unchanged. 


| Investment income decreased to $2.1 billion from $3.8 billion in 1991. 


Quality real estate 
provides better protec- 
tion against inflation 
than stocks and bonds. 


The plan produced an 
8.9-per-cent rate of 
return in 1992, compared 
with 19.6 per cent in 
1991. The three-year 
average rate of return 
was 11.2 per cent. 
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CLIENT SERVICES 

The teachers’ pension board is one of the few pension administrators that 
provides services directly to its members, rather than through their 
employers. The costs of these services are also borne by the pension 
board, rather than by employers. We are placing increasing emphasis on 


improving both the quality and cost-effectiveness of client services. 


We are placing increasing Underscoring the importance of this emphasis is the amount of direct 
emphasis on improving interaction between plan members and the pension board. Last year, we 
both the quality and cost- received more than 160,000 calls from teachers and pensioners. We dealt in 
effectiveness of client person with more than 3,540 teachers through retirement planning work- 
services. shops and counselling interviews, as well as speaking engagements. We 


communicate with our 200,000 active and retired members through 
personalized annual statements of benefits, informational pamphlets and 


brochures, newsletters, and other printed and audio-visual materials. 


In addition to paying close attention to efficiencies and costs, we are 
personalizing services to individuals with specific requirements, such as 
teachers approaching retirement. Our customer service specialists, for 
example, not only deal directly with teachers and pensioners on the 
telephone, but also visit them in the field to participate in workshops and 


personal interviews. 


Average Unreduced Pension To further personalize service and eventually lower transaction costs, we are 
(thousands) creating a new pension administration system by investing $8 million in 
new computer hardware and software that will create one data base for all 

$35 ; information relating to plan members. Historically, basic data has lacked 
consistency among different documents, such as annual statements and 


pension estimates. The new pension administration system will be opera- 


a tional in 1994. In the meantime, the customer service specialists are using 
the new computer terminals to access information requested by a caller, 
ensuring faster and more personalized client service. 


We are also working to resolve the lack of consistency among different 
reporting documents from employers. Currently, we deal with 273 employ- 
ers, principally school boards but also designated organizations and private 
schools. By the end of 1992, we had reconciled most of the backlog of 
inconsistent employer data that had accumulated since the early 1980s. 


Among special projects completed last year was the “buy back” program for 


| teachers seeking to purchase eligible credited service to make up for time 


hi 


away from the classroom. More than 30,000 applications were processed. 


The number of pensioners increased last year to 41,319, including 2,732 
teachers who retired in 1992, compared with 1,930 retirements in the 
previous year. We expect approximately 2,200 applications for pension 
benefits in 1993. The average age of pensioners was 69 and the unreduced 


retirement pensions averaged $31,577. 


OPERATING COSTS 

In managing the pension board’s affairs, we follow the business practices 
of a private sector corporation. To develop a better understanding of the 
board’s operating costs, we are segmenting all expenditures between 
client services and investments, including an apportioning of such 
overhead and support services as financial management and reporting, 
accounting, legal, auditing and actuarial, human resources, communica- 


tions, and executive management. 


Total operating costs were $37.5 million in 1992, compared with $25.4 
million in 1991. Costs relating to client services were $23.3 million, 
compared with $18.5 million in 1991. Costs associated with investments 


were $14.2 million, compared with $6.9 million the previous year. 


Two factors increased client service costs. Approximately $1.3 million 
related to the hiring of temporary staff and payment of overtime to 
permanent staff to handle the surge in work load created by the high 
teacher response to the “buy back” program. Approximately $2.7 million 
was incurred as computer technology expenses for the new pension 


administration system. 


The increase in investment costs reflects the diversification into new 
assets and activities. For example, stocks are more expensive to admin- 
ister than bonds over the long term, although the net returns of stocks are 
higher than bonds. External fund management fees grew substantially 
as a direct result of increased investment activity and the hiring of fund 
managers to develop the stock portfolio. Custodial fees increased as the 
number of securities requiring safekeeping escalated. As expected and 
planned, salaries and staff benefits increased as we continued the process 
of creating a professional investment department by hiring specialists at 


costs competitive with the investment community. 


| At the end of 1992, the pension board employed 251 equivalent full-time | 


More than 30,000 
applications for the 
“buy back” program 
were processed 

in 1992. 


Administrative Expenses 


($ millions) 1992 
Investments 

Salaries and benefits 5.0 
Management fees 4.4 


Custodial and banking fees 2.0 
Professional consulting 1.0 
Premises and equipment 1.0 
Telecommunications and 


travel 0.7 
Other 0.1 
Total 14.2 


Client Services 

Salaries and benefits 12.6 
Premises and equipment 5.3 
Professional consulting 3.0 
Communications 


and travel 1.8 
Stationery and supplies 0.4 
Other 0.2 
Total 23.3 


1991 


2.8 
1.3 
0.7 
14 
0.6 


0.3 
0.1 
6.9 


10.9 
3.5 
1.8 


Vell 
0.5 
0.1 
18.5 
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staff, compared with 273 a year earlier. Most employees are permanent 
staff, although we also hire temporary employees. Staffing was reduced 


after the “buy back” program. 


OUTLOOK 
We do not anticipate any increase in the costs of client services from the 
1992 level, although investment costs will increase as investment activi- 


ties continue to expand. 


We will continue to stress quality in the services we provide to plan 
members, and will remain true to our investment goals of managing a 
diversified asset base to minimize risk of capital and maximize rates of 


return. 


Claude Arttiiicaiy 


President and Chief Executive Officer 


February 22, 1993 
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After more than 33 years of teaching, Cathy is now an active partner 


in the business and is involved in all aspects of the company, 
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Before she retired, Cathy Harper invested in Pamom 


industrial wood products 


including production, packaging and set 
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We attempt to match 
long-term liabilities with 


suitable long-term assets. 
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This section of the Annual Report discusses financial material in a manner 


that should assist stakeholders in viewing our performance and financial 


position through the eyes of management. 


ECONOMIC PERSPECTIVE 

Economic growth in 1992 fell far short of the general expectations held at 
the beginning of the year for North America, Europe and Japan, the 
principal markets in which we are currently investing. North American 
expansion was slow in the first half of the year before gaining momentum 
in the third quarter. Recession dragged on for a third year in the United 
Kingdom and high interest rates in Germany held back growth in the 
remainder of Europe. Japanese growth fell by half during the year. This 
disappointing performance resulted in weak corporate income growth 
and relatively poor equity market returns in the advanced industrial 
countries. These negatives were counterbalanced by a reduction in infla- 
tion and interest rates in most countries, potentially setting the stage for 


a period of sustained non-inflationary growth. 


In Canada, stagnant employment growth, heavy indebtedness, and weak 
consumer confidence aggravated by high unemployment, held economic 
activity to about a one-per-cent gain and gross domestic product below its 
pre-recession peak. Due to the weak economy, stock market earnings 
failed to recover quickly, resulting in a small negative return on the TSE 
300 Index. Poor equity market performance was accompanied by a 
modest decline in long-term interest rates anda sharp drop in the inflation 


rate. 


GENERAL INVESTMENT POLICY 
The pension board manages the plan’s investments to earn the best 
possible rate of return so that increases in contribution rates are avoided 


and members receive the retirement benefits promised. Our long-term 


| objective is to earn an annual rate of return of 4.5 per cent above inflation | 


on a four-year moving average. Discussion of investments and returns 
throughout this section is based on the effective investment position after 
consideration of various conversion contracts (see accompanying table). 


The use of these contracts is disclosed in note 2 of the financial statements. 


Our long-term asset mix target is two-thirds equities and one-third fixed- 
income securities. In 1992, equities represented 26.5 per cent of the asset 
mix, compared with 19.3 per cent in 1991 and just under 7 per cent in 


1990. The remaining investments were fixed-income securities. 


Teachers’ pension payments are linked to the Consumer Price Index to a 
maximum inflation adjustment of 8 per cent in a single year, with any 
excess carried forward. Consequently, our investment policy is liability 
driven. We attempt to match long-term liabilities with suitable long-term 
assets. A major concern in this matching process is unanticipated infla- 
tion. To offset the risk of liabilities rising and asset values declining, we 
attempt to invest part of our new funds in assets that respond to 


unanticipated inflation. 


The plan’s assets have high exposure to interest rate volatility because 
they are dominated by the large non-marketable debenture portfolio. A 
one-per-cent change in long-term interest rates will increase or decrease 
the market value of the debentures by 7 per cent. We have begun to 
reduce this volatility by using conversion contracts, such as bond 
futures and fixed-to-floating interest rate swaps, along with other risk- 
management techniques. Conversion contracts also facilitate the diver- 
sification of the debenture portfolio into equity equivalents. Last year, 
we completed our first debt-to-equity swaps and equity futures contracts 


in the United States and non-North American markets. 


EQUITY INVESTMENTS 

Equity investments totalled $7 billion at year end, compared with $4.6 
billion in 1991, as shown in the accompanying chart. In late 1990 and in 
1991 we concentrated on building Canadian and American stock index 
portfolios. In 1992, we broadened our activities to non-North American 
stock index funds as well as to actively managed Canadian and non- 
North American stock portfolios. We also expanded our activities in 


Canadian real estate and North American private placements. 
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Investments at December 31, 1 992 


At Effective 
Market Investment 


($ millions) Value Position 
Province of Ontario 

debentures 17,863 17,116 
Money market i 
securities 1,244 1,244 
Canadian bonds . 969 969 
Mortgages ; ie 73 
Canadian stocks SAT 3,217 
Foreign 40a 2,568 3,315 
Real estate 454 451 
Total 26,385 26,385 
Equity Portfolio 

Canadian stocks 44.1% 

U.S. stocks 15.9% 


Non-North American stocks 31.5% 
Private placements 2.0% 


Real estate 6.5% 
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Canadian stocks 
Canadian stock holdings grew by $523 million to $3.1 billion at year end 


to represent 11.7 per cent of total investments. These holdings are divided 


1992 Canadian Stocks by Sector between a TSE 300 Index fund and an actively managed stock portfolio. 


@ Pipelines and 


utilities 17.8% Purchasing the TSE 300 Index is an efficient investment approach consid- 


® Financial services ering the size of our annual allocation to Canadian stocks. However, the 


is Canadian investment universe is limited. While The Toronto Stock Ex- 


B Oi y : : : Oph ae hl Ser 2 
cues te change lists about 1,200 companies with a total capitalization approaching 


: ri poe $750 billion, many of these companies are closely held, leaving only a small 


@ Metals and portion of shares publicly available. The capitalization of the TSE 300 


minerals 8.1% 


* Includes merchandising, 
transportation, paper and 
forest products, real estate 


Index is approximately $265 billion with a public share float estimated 


i ae : : ; 
Codeeluy at $180 billion. If our target of investing at least two-thirds of total assets 


and construction. 


products 8.1% 


~ Gold and silver 
6.3% 


® Communications 
and media 5.9% 


™® Management 
companies 5.1% 


@ Other* 11.9% 


1992 U.S. Stocks by Sector 


* Includes office 
equipment, forest 
products, metals, and 
transportation. 
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® Consumer 
products 29.1% 


@ Utilities 14.5% 


Energy and 
chemicals 13.0% 


® Finance and 
building 10.9% 


© Health 8.7% 
® Retail 8.2% 
® Capital goods 7.7% 
@ Other* 7.9% 


in equities were effective today, and these equities were restricted to the 
Canadian market, we would already own at least 10 per cent of Canada’s 300 
most prominent corporations. The limited availability of shares in estab- 


lished corporations requires careful buying to avoid disrupting the market. 


We began to assemble an in-house stock portfolio in mid-1991 by 
selecting shares in companies that we believe represent good value and 
should outperform the market over the long term. By the end of 1992, this 
Canadian portfolio had a value exceeding $1.1 billion. 


U.S. stocks 

The U.S. stock market performed well in 1992 as the recovering American 
economy entered the early stages of expansion. During the year, we 
converted $580 million of our $1.2 billion U.S. stock portfolio into S&P 
500 futures and directed the cash raised into non-North American stocks. 
The use of stock index futures maintained our effective U.S. equity 


exposure at 4.2 per cent of total investments. 


Non-North American stocks 

Investing in the stocks of non-North American companies provides 
portfolio diversification and the opportunity to participate in different 
economies around the world. The performance of European and Japanese 
markets, for example, because they are not closely correlated with each 
other or with North American markets, enhance the asset diversification 


process. 
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At the end of 1992, the international stock portfolio was valued at $2.2 
billion including conversion contracts, a substantial expansion from the 
approximately $600 million invested a year earlier. Approximately half of 
these stocks are invested in index funds with the other half in actively 
managed funds. Japanese stocks represent 38 per cent of our non-North 
American stock portfolio, with other Pacific Rim countries comprising 16 


per cent and European stocks 46 per cent. 


Our effective exposure to non-North American equities, through direct 


investment and conversion contracts, is 8.3 per cent of total investments. 


Real estate investments 

We invest in real estate for much the same basic reason as we invest in 
stocks and bonds — to generate cash flow. However, commercial real 
estate gives us some benefits we cannot get solely from stocks and bonds. 
One is as a more effective hedge against inflation. While inflation is 
currently low, our obligations to plan members and their dependents span 
60 to 70 years, during which time high levels of inflation may recur. 
Income-producing properties traditionally have a high correlation to 
inflation and, to some extent, offset the risk of unexpected inflation 


more effectively than stocks and bonds. 


Real estate also reduces our portfolio risk because income-producing 
properties historically produce higher returns than bonds and have a 
lower risk factor than stocks. Furthermore, these properties offer attractive 


total returns of cash flow and capital appreciation over the long term. 


Our principal real estate activity is the acquisition of co-ownership 
positions with established property owners in regional shopping malls, 
downtown Class A office properties, and industrial buildings in mature 


business parks. 


We closed our first property transaction in October 1991 by becoming 
a 50-per-cent co-owner of three shopping centres in Winnipeg, Regina, 
and Richmond Hill, Ontario. In 1992, we purchased a 50-per-cent 
interest in an office property in downtown Toronto and a similar 
interest in three office buildings in downtown Vancouver. We also 
bought a 60-per-cent interest in a shopping centre in Richmond, B.C. 


and the remaining 40 per cent in early 1993. 


By the end of 1992, we owned approximately three million square feet | 


1992 Non-North American Stocks 
by Country 


@ Japan 37.7% 


United Kingdom 
10.8% 


® France 8.6% 


® Netherlands 6.1% 


® Hong Kong 5.5% 


Australia 5.0% 
* Includes Malaysia, New . 


Zealand, Austria, Belgium, &® Other* 26.3% 
Denmark, Finland, 

Germany, Italy, Norway, 

Spain, Sweden and 

Switzerland. 
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of office, shopping centre and industrial space, representing a $451- 


million investment. 


The real estate portfolio is geographically diverse, with investments in five 
provinces. It contains modern buildings that were developed or 
redeveloped in recent years and have high leasing levels. The portfolio 
: generated annualized cash flow of $29 million at the end of 1992. 
Income-producing 
: : During the year, the market value of the portfolio fell by 4 per cent in step 
properties offer atiractive 


with the continued decline in Canadian property values. We believe that 
total returns of cash flow 


i ae property values are approaching the bottom of the current cycle and the 
and capital appreciation 


long-term outlook for our real estate portfolio is positive in terms of value 
over the long term. 


recovery and appreciation. Our policy is to value each property internally 
on a semi-annual basis. All properties will be valued by independent 


appraisers at least once every three years. 


Our asset mix policy allows for as much as 10 per cent of total invested 
assets to be in property ownership. At the end of 1992, only 2 per cent of 


total investments were in real estate. 


Private placement investments 

Private placements involve the purchase of equity positions in privately 
owned business enterprises. These investments enable us to enhance 
returns and assist growth companies in fulfilling their potential in terms 
of financial stability, product development, competitive market share, 


and job creation. 


In a little over a year, we have established a presence in the private 
placement investment field by creating a team of staff specialists and by 


forming alliances with established intermediaries and other investors. 


We only invest in established companies that have proven operating track 
records, strong management, and significant management ownership. 
Our preference is for firms that produce value-added products and 
services, are market share leaders in growing niche markets, have a low 
threat of product or service substitution, and can sustain their competitive 
advantages. In return for providing qualified firms with development 
capital or recapitalization funds to reduce debt, we expect long-term rates 


of return, higher than those available in the public equity markets. 


Our staff team evaluates and negotiates directly held investments. These 


| include investments in two retail organizations, a cable television company, | 


[i il 
a national equipment financing and leasing company, a manufacturer of 


factory automation systems, a textile company, a pharmaceutical research 


firm, and a distributor of construction equipment. Our preference is for firms that 


Our alliances with merchant banks, brokerage houses, and managed produce value-added products 


funds in Canada, the United States and Europe enable us to invest in and services and are market 


Share leaders in growing niche 
markets. 


growth businesses on a pooled basis with other institutions. We spent a 
good deal of time selecting these strategic partners because we rely, in part, 
on their judgment, experience and expertise in originating transactions 
with good risk/reward profiles. To date, we have made indirect equity 


placements through seven partners. 


In total, we have invested $139 million in 16 direct and indirect private 
placements, nine of which were made in 1992. During the next 10 years, 
we expect our private placement portfolio will exceed $2 billion in value 
to become one of Canada’s largest active pools of equity investment in 


privately owned business enterprises. 


FIXED-INCOME INVESTMENTS 
The fixed-income portfolio totalled $19.4 billion at year end, com- 
pared with $19.2 billion in 1991. Canada bond yields were basically 


unchanged in 1992 from the prior year end. 


Non-marketable debentures 

Non-marketable debentures of $17.1 billion, including accrued interest, 

continue to dominate the entire investment portfolio, representing 64.9 Provincial Debentures 

per cent of total investments. The reduction from $18 billion a year earlier ($ millions) ; 

was due to maturing debentures and the use of conversion contracts, Maturity date Market Value 


offset by a slight increase in market values. 1993 - 1997 1,078 
1998 - 2002 3,485 


2003-2007 6,848 


2008 - 2012 5,947 
mature. While the Ontario debentures cannot be sold, their value can be = 


In 1992, $498 million of debentures matured, compared with $19 million 


in 1991. During the next five years, $1.0 billion of debentures will 


estimated by discounting cash flow at the yield that could be obtained 
from comparable Ontario bonds. Within the next 10 years only 30 per 
cent of debentures will mature, leaving a large portfolio exposure to 
fluctuations in long-term interest rates. By using conversion contracts, 


we’ve minimized this risk. 
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Fixed Income Portfolio 


Non-marketable debentures 88.2% 


6.4% 


Money market securities 

Marketable bonds 3.0% 
Index-linked bonds and 

mortgages 2.4% 


Rates of Return by Asset Class 


% 1992 1991 
Ontario debentures 11.0 20.4 
Money market 


securities Tat} Niles 
Canadian bonds 10.5 18.8 
Mortgages 10.0 2.4 
Canadian stocks (2.5) 10.4 
U.S. stocks 18.8 30.9 
Non-North American 

stocks 7.6 5.9 
Private placements 8.1 NA 
Real estate 2.6 2.1 
Total portiolio 8.9 19.6 


Marketable bonds 

The portfolio of marketable bonds totalled $585 million, little changed 
from $602 million in 1991. The bond portfolio, which represents ap- 
proximately 2 per cent of total investments, consists largely of 
Government of Canada bonds. More than half of the portfolio does not 


mature for over five years. 


Real-rate bonds and index-linked mortgages 

Last year we purchased $384 million of real-rate Canada bonds with a 
return of 4.75 per cent after inflation. We also own $73 million of index- 
linked mortgages, bringing the total inflation-linked portfolio to $457 


million at year end. 


Money market securities 

Our policy is to maintain approximately 2 per cent of assets in cash. 
During the year, highly liquid money market securities rose substantially 
as we held funds for investment in other assets. At year end, this portfolio 
totalled $1.2 billion, compared with $569 million in 1991. Approximately 
three-quarters of these securities are Canadian treasury bills, with the 
remainder invested in Canadian and U.S bank deposits, and U.S. treasury 
bills. 


FINANCIAL PERFORMANCE 

On a market-value basis, the pension plan registered an 8.9 per cent rate 
of return in 1992, compared with 19.6 per cent in 1991, and 5.6 per cent 
in 1990. After removing the effects of inflation, the real rate of return was 


6.8 per cent, compared with 15.8 percent in 1991 and 0.6 per cent in 1990. 


On a three-year basis, the overall performance of 11.2 per cent exceeded 
the rate of inflation by 7.3 per cent. Our long-term investment goal is to 


exceed the rate of inflation by 4.5 per cent on a four-year moving average. 


Performance benchmarks 

We have started to compare the annual and long-term performance of 
each asset class with external benchmarks. In the case of stocks, the TSE 
300 Index measures the total returns (the change in share values plus 
dividend income) of 300 major corporations listed on the Toronto Stock 


Exchange; the S&P S00 Index measures the total returns of 500 leading 


| corporations on the New York Stock Exchange; and the EAFE Index, | 


produced by Morgan Stanley Capital International, is an acronym for a 


portfolio of shares of companies in Europe, Australia and the Far East. 


For fixed-income securities, the Scotia McLeod Universe for Canada bonds 
is suitable for measuring the performance of Canadian bonds and Ontario 
debentures, while the yield on 90-day treasury bills provides a benchmark 


for money market securities. 


Once we have completed four years of investment activity and the 
portfolio asset mix is consistent with our investment policy, the compari- 
son of average rates of return by asset class with external benchmarks will 


be beneficial in measuring performance. 


Increase in net assets 

The plan began 1992 with net assets available for benefits of $24.7 billion. 
During the year, net assets increased by $3.1 billion to $27.8 billion at year 
end. After allowing for unrealized investment income and expenditures, 
$2.9 billion was available for investment, compared with $2.6 billion 


available in 1991. These funds came from two principal sources: 


@ Realized investment income, which totalled $1.9 billion in both 1991 
and 1992. 


@ The contributions of plan members and the Ontario government, as well 
as special payments from the government. These totalled $1.9 billion, 
compared with $1.6 billion a year earlier. Member and _ provincial 
contributions increased by 10.5 per cent; reflecting the increased salaries 
being received by members, a change of part-time teachers to full-time 
positions, and an increase in the number of plan members. The 
government's special payments toward the pre-1990 unfunded liability 


totalled $438 million last year, compared with $270 million in 1991. 


Expenditures arose from three principal sources: 

@ Payments to pensioners increased to $893 million, compared with 
$806 million in 1991. The increase in benefits included a 5.8 per cent 
cost-of-living adjustment. During the year, 2,732 teachers retired, 


bringing to 41,319 the number of pensioners receiving benefits. 


® Refunds of contributions and the transfer of benefits to other plans 


totalled $28.9 million, compared with $22.8 million a year earlier. 


The government’s special 
payments toward the pre-1990 
unfunded liability totalled $438 
million last year, compared with 
$270 million in 1991. 
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Since 1990, the Ontario 
government has paid 
$895 million towards 
the unfunded liability. 
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@ The operating expenses of the pension board rose to $37.5 million 
from $25.4 million in 1991. Costs associated with client services 
represented $23.3 million, a 26-per-cent increase from the prior year. 
Approximately $1.3 million related to additional staffing to handle 
the “buy back” program. To improve client services, $2.7 million was 
invested in a new pension administration system. Investment ex- 
penses were $14.2 million, a substantial increase from 1991 as we 
continued to hire investment specialists and the volume of invest- 
ment transactions escalated, generating increased payments for 


external management and custodial services. 


ACTUARIAL VALUATIONS 

In determining accrued pension benefits and funding requirements, three 
different valuations are important to an understanding of the teachers’ 
pension plan — the pre-1990 funding valuation, the periodic statutory 


valuation, and the annual “best estimate” valuation. 


Pre-1990 funding valuation 

At the beginning of 1990, when the pension board assumed its new 
investment mandate, it was known that the value of assets in the plan plus 
the value of future contributions at current rates were insufficient to meet 


the future pension benefits of existing plan members. 


The Teachers’ Pension Act required the pension board to retain an inde- 
pendent actuary to determine the statutory liability on January 1, 1990, 
the contribution rate required from active teachers and the government, 
and the government contribution to pay off past deficiencies over a 40- 


year period. 


William M. Mercer Limited, an actuarial consulting firm, was retained to 
prepare the valuation and determine an appropriate contribution rate. On 
January 1, 1990, the unfunded liability totalled $7.8 billion, or 19 percent 
of total liabilities. The Ontario government is committed to paying this 


amount by 2030. Since 1990, the plan has received $895 million. 


Future payments will be at the rate of 4.3 per cent of members’ payroll. 
Initially, these payments will be insufficient to cover interest charges. The 
unpaid balance will rise to an estimated peak of $16.3 billion by 2015, 


before declining and being eliminated in 2030. The rise in the dollar value 


of the unpaid balance should be placed in the context of much greater 
expected growth in liabilities and members’ payroll over the next 22 years. 
The unpaid balance, even in the peak year of 2015, will be a lower 
percentage of both total liabilities and members’ payroll than it is today. 


The actuary confirmed the contribution rate teachers and the province 
must pay at 8.9 per cent, a rate that should ensure the plan can properly 


support future benefits and cover related administrative costs. 


Statutory actuarial valuation 

The Partners’ Agreement and the Pension Benefits Act require a funding 
valuation at least every three years. The next statutory valuation will 
review assets and liabilities, as well as the future contributions and 
unaccrued benefits of existing members. The valuation will attempt to 
anticipate the value of these assets and liabilities over the lives of current 


members. 


The statutory valuation takes a conservative approach, as required by 
legislation and by the Pension Commission of Ontario. It is cautious in 
making assumptions about economic and demographic trends as far as 70 
years away. It builds a safety margin to ensure that the pension benefits 


promised to members can be delivered. 


The statutory valuation will be used to calculate the sharing of future 


surpluses or deficits between the plan’s co-sponsors. 


Best estimate actuarial valuation 

As a sound management practice and for disclosure in the financial 
statements, we estimate the plan’s funding position based on the cost of 
future benefits already earned by members. This valuation is calculated by 
William M. Mercer Limited, based on management’s “best estimate” 


assumptions, and is discussed in further detail in note 4. 


At the 1992 year end, the plan’s “best estimate” deficiency was $3.4 
billion, or 11.1 percent of total liabilities. This compared with $3.7 billion, 
or 13.3 per cent of total liabilities, a year earlier. In 1992, we adjusted three 
key assumptions to reflect changes in economic and demographic trends: 


future rates of return, Consumer Price Index and wage increases. 
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Amortizing the Unfunded Liability 
(billions) 


$20 = 


15 


Oc 
1990 1995 2000 2005 2010 2015 2020 2025 2030 


The Ontario government will 
make special payments every 
year until 2030 to pay for the 
unfunded liability. 


Comparing the Assumptions 


Actuary’s Pension board’s 


“cautious” “best estimate” 
valuation valuation 
Jan.1,1990 Dec. 31, 1992 
Rate of return 8.50% 9.50% * 
Wage inflation 5.75% 5.25% 
+ seniority + seniority 
Consumer price 
index 4.50% 4.25% 
Real rate of return 4.00% 525% — 
Unfunded 
liability $7.8 billion $3.4 billion 
* Until 2000; 9.00% thereafter 
** Unti! 2000; 4.75% thereafter 
25 
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Reconciling the different valuations 
There are fundamental differences in approach between the best estimate 
and statutory valuations. The best estimate valuation, for example, does 
not take into consideration unaccrued benefits and future contributions; 
the statutory valuation does. 
The plan's deficiency, on Neither approach can accurately foretell the distant future, although their 
a “best estimate” basis, 
was reduced by $243 


million to $3.4 billion. 


attitudes about that future are different. The statutory valuation is deliber- 
ately biased toward a cautious outcome in terms of funding. The best 


estimate valuation attempts to disclose a more realistic funding situation. 


The difference between the two approaches is evident in the estimates of 
the future rate of return that the plan might earn on its investments. The 
best estimate valuation, which attempts to be realistic, projects a 9.5-per- 
cent rate of return. The statutory valuation, which is inherently conser- 


vative, reduces this to an 8.5-per-cent investment return. 


The deficiencies estimated by these valuations are only projections. They 
will change as the underlying assumptions change in response to future 
events. Nevertheless, the valuations provide two perspectives of the plan’s 
possible long-term financial condition so that appropriate adjustments 
can be made to ensure that investment income and contributions provide 


the retirement income expected. 


OUTLOOK 

In 1993, we expect to have $3.2 billion of new funds available for 
investment. We will continue to pursue portfolio diversification through 
an emphasis on equity, including non-North American stocks, Canadian 
income-producing real estate, and North American private placements. 
We will also examine opportunities in alternative asset classes, such as 
global bonds and emerging economies with high potential growth rates. 
We anticipate renewed economic growth in North America, although the 


economies of Europe and Japan could continue to stagnate. 


Our long-range challenge is to invest available funds effectively so that 


the portfolio can provide pensions to plan members at a reasonable cost. 
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While travelling throughout the world, Robert Bo 
discovered Elderhostel, a residential retreat specifically for travellers 
over 60. Robert enjoyed his experiences so much he started one in 
his hometown of Stratford. 
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MANAGEMENT RESPONSIBILITY FOR FINANCIAL REPORTING 


The financial statements of the Ontario Teachers’ Pension Plan have been prepared 
by management, which is responsible for the integrity and fairness of the data 
presented, including the many amounts which must of necessity be based on 
estimates and judgements. The accounting policies followed in the preparation of 
these financial statements conform with generally accepted accounting principles. 
Financial information presented throughout this annual report is consistent with 
the financial statements. 


Systems of internal control and supporting procedures are maintained to provide 
assurance that transactions are authorized, assets are safeguarded and proper 
records maintained. These controls include quality standards in hiring and 
training of employees, a code of conduct, the establishment of an organizational 
structure that provides a well defined division of responsibilities and accountabil- 
ity for performance, and the communication of policies and guidelines through 
the organization. Internal controls are reviewed and evaluated by internal audit 
programs which are subject to scrutiny by the external auditors. 


Ultimate responsibility for the financial statements rests with the Board of 
Directors. The Board is assisted in its responsibilities by the Audit and Actuarial 
Committee, consisting of five directors who are not officers or employees of the 
Plan administrator. In addition, the committee reviews the recommendations of 
the internal and external auditors for improvements in internal control and the 
action of management to implement such recommendations. In carrying out its 
duties and responsibilities, the committee meets regularly with management and 
with both the external and internal auditors to review the scope and timing of their 
respective audits, to review their findings and to satisfy itself that their responsi- 
bilities have been properly discharged. This committee reviews the financial 
statements and recommends them for approval by the Board. 


The Plan’s external auditors, Deloitte & Touche, have conducted an independent 
examination of the financial statements in accordance with generally accepted 
_ auditing standards, performing such tests and other procedures as they consider 
necessary to express the opinion in their Report to the Administrator. The external 
auditors have full and unrestricted access to the Audit and Actuarial Committee to 
_ discuss their audit and related findings as to the integrity of the Plan’s financial 
reporting and the adequacy of internal control systems. 
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STATEMENT OF NET ASSETS AVAILABLE FOR - 
BENEFITS AND ACCRUED PENSION BENEFITS AND pb nih age 
as at December 31, re 


($000’s) 1992 1991 
NET ASSETS AVAILABLE FOR BENEFITS 
Assets 
Investments (note 2) ....... Dial cost NRE ante nGoaee ook $26,385,297 $23,809,352 
Receivable from Province of 
OimbariownioOtes) ese ce en eee ter eee ee 1,323,160 1,189,829 
RECeivablefLOmsOLOKEES pees estes eee eseeeeee eae 42,602 — 
Ge ts niece ens ie wee ane re ei etal nn atk 23,978 7,950 
PIXE AASSCTS ae Meret raat aenaat al ane ste eae Gener 4,548 | 1,477 
27,779,585 25,008,608 
Liabilities 
Payable torbroOkens sieesvss cae tanereaetesvtatseetee — 309,901 
Accounts payable and accrued liabilities ........ 6,678 1,842 
6,678 311,743 
Net assets available for benefits .................000......000.. 27,772,907 24,696,865 
Actuarial asset value 
adjustment-(note4 te kets Bocpeidneae (413,600) (883,000) 
Actuarial value of net assets 
available for benefits «2.0.0.0... cccseeeseseeeeseeeee $27,359,307 $23,813,865 
’ ACCRUED PENSION BENEFITS AND DEFICIENCY . 
Accrued pension benefits nore Me PENT ae fete $30,781,000 $27,479,000 
WER GIOR CY. tte ntan tee rade Bc. eam aa sce cet (3,421,693) (3,665,135) 
Accrued pension benefits 
atid. deficienGy. ice k ele ole toes seem $27,359,307 $23,813,865 


On behalf of the Board: 


Chairperson \ : Board Member 
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STATEMENT OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS 
E for the year ended December 31, 1992 
($000’s) 1992 1991 
_ Investment Operations 
Realizedimy estm ent inGOme.:..et $ 1,939,799 $ 1,896,370 
Unrealized investment income .......c...c.ccccccecceeeese 205,706 1,947,145 
Total investment income (note 5) .........cceeseeeeeee 2,145,505 3,843,515 
Investment expenses:(Mote) i wvcn etek e (14,243) (6,946) 
Netunvestment operations: 2552-40... havens en 2,131,262 3,836,569 
4 Client Service Operations | 
2 Contributions Move) vice ak os 1,889,476 1,583,664 
BSNS (MOLE. O ies a oiaccso mena et oceans manne ee (921,431) (829,226) 
Client service expenses (note 10) Eis Mente dB (23,265) (18,474) 
Net Client:-service operations... ik eal ses ead: 944,780 735,964 
. Increase in net assets. ...............0..cccccccceeceeceeseeeeees 3,076,042 4,572,533 
E Net assets available for 
benefits, beginning of year. ...............0000.000cc. 24,696,865 20,124,332 
Net assets available for : 
benefits, end of VOOM ee ee ah rep eer ee $27,772,907 $24,696,865 
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STATEMENT OF CHANGES IN ACCRUED PENSION BENEFITS 
for the year ended December 31, 1992 


($000’s) 1992 IML 


Increase in Accrued Pension Benefits 


Interest accrued On benefits ...........ccceceeeeeeeneseeeees $ 2,845,000 $ 2,588,000 


Benefits earned cases Siena. cae ce Geet aires 1,188,000 1,180,000 
Changes in actuarial assumptions «0.0.0.0... 606,000 164,000 
Experiencevlosses a ...2. ae sctiaceesa Ss Stamee Mncsaese cpus i 279,000 
Increase in accrued pension benefits ................... 4,639,000 4,211,000 


Decrease in Accrued Pension Benefits 


Bemerits. paid sevacins wate.ceasrastaas tec eacces bor schares oes 904,000 818,000 
EX POTlCInCe Palit a:..5 5. -bvara tenet noee domes eee dee 433,000 — 
Amarenciments tOthe Pian cat Mescosas latte cocrtaatne Wai _ 305,000 
Decrease in accrued pension benefits .................- 1,337,000 1,123,000 
Net increase in accrued pension 

henetits. 3.2006 ee Sees pect 3,302,000 3,088,000 
Accrued pension benefits, 

beginning of year. ..............00....cccccccccccesesesseeeseees 27,479,000 — 24,391,000 
Accrued pension benefits, end of year. See chet s $30,781,000 $27,479,000 


STATEMENT OF CHANGES IN DEFICIENCY 
for the year ended December 31, 1992 


($000’s) 1992 1991 
Deficiency, beginning of year ........................0...00. $(3,665,135) $(3,557,668) 
Net increase in net assets available 

FOR DENCE ae, Saree eon tiene tee te 3,076,042 4,572,533 
Net increase in accrued pension Sos 

DEN Gish ee ae Oe ee ene emt eee eae (3,302,000) (3,088,000) — 
Increase (decrease) in actuarial = 

asset value adjustment (note 4) ....0...ccceeee 469,400 (1,592,000) 
Deficiency, end Of year ..........scscescessesesseneseenes $(3,421,693) $(3,665,135) 
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DESCRIPTION OF PLAN 


The following description of the Ontario Teachers’ Pension Plan (the Plan) is a 
summary only. For more complete information, reference should be made to the 
Teachers’ Pension Act (the Act). 


(a) General 

The Plan is a contributory defined benefit pension plan co-sponsored by the 
Province of Ontario (the Province) and Plan members. Contributions are made by 
active members of the Plan and matched by the Province and designated private 
schools and organizations. The Plan is registered with the Pension Commission of 
Ontario (registration number C008450). 


(b) Funding 
Plan benefits are funded by contributions and investment earnings. The determi- 
nation of the value of the benefits and required contributions is made on the basis 


of periodic actuarial valuations (see note 6). 


(c) Retirement pensions 

A retirement pension is available based on the number of years of credited 
service, best five-year average salary and age of the member at retirement. A 
member is eligible for a reduced retirement pension from age 55. An unreduced 
pension is available at age 65 or at any age if the sum of a member’s age and service 
equals 90. ait 


(d) Disability pensions 

A disability pension is available at any age to a disabled member with a minimum 
of 10 years of credited service. The type of disability pension is determined by the 
extent of the disability. 


(e) Death benefits 

Death benefits are available on the death of a member and may be available on the 
death of a pensioner. The benefit may take the form of a survivor pension, a lump 
sum payment or both. 


(f) Additional credited service 
Members can purchase additional credited service in the Plan for leaves of absence 
or transfers from other plans. 


(g) Withdrawals from the Plan 


ae ect to the lock-in provisions, withdrawal refunds and transfers, with interest, | 
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are available when a member ceases to be employed in education. 


(h) Income taxes 

The Plan is a Registered Pension Plan as defined in the Income Tax Act and, con- 
sequently, is not subject to income taxes. The Plan’s registration number is 
0345785. 


(i) Escalation of benefits 
Pension benefits are adjusted annually for inflation at 100 per cent of the 
Consumer Price Index, subject to a limit of 8 per cent in any one year with any 


excess carried forward. 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


(a) Basis of presentation 
These financial statements present the financial position and operations of the 
Plan and are prepared in accordance with generally accepted accounting prin- 


ciples. 
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(b) Investments 
Investments are recorded as of the trade date and are stated at market value. 


Province of Ontario Debentures (the Debentures), which are not marketable, are 
stated at estimated market values calculated by discounting the Debenture cash 
flows based on year-end market yields of comparable securities. Money market 
securities are carried at amortized cost, which approximates market value. Publicly 
traded bonds and equity securities are valued at year-end market prices. Other 
investments for which market quotations are not available such as real estate, 
mortgages and private placements are valued on a current market yield or 


appraised basis. 
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Interest income has been accrued to the year-end date. Dividend income has been 
accrued in the current year where declarations of dividends have been made but 


payments are not due until after the year-end date. 


The change in the difference between market value and the cost of investments at 


the beginning and end of each year is reflected as unrealized investment income. 


(c) Interest rate and foreign currency futures, options, swaps and debt to equity conversion 
contracts 


I Interest rate and foreign currency futures, options, swaps and debt to equity | Se 
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conversion contracts are recorded at market value with the resulting gain or loss 


being recognized in unrealized investment income. 


Gains or losses on interest rate and foreign currency futures, options, swaps and 
debt to equity conversion contracts sold or closed out during the year are included 


in realized investment income. 


(d) Accrued pension benefits 

Accrued pension benefits and changes therein during the year are based on an 
actuarial valuation prepared by William M. Mercer Limited, a firm of independent 
actuaries. The valuation is made as at the start of the year and then extrapolated 
to year end. It uses the projected benefit method prorated on service and 


management’s best estimate of future economic events (see note 4). 


(e) Foreign currency translation 

Transactions denominated in foreign currencies are translated into Canadian 
dollars at the rates of exchange prevailing at the dates of the transactions. The 
market value of investments and cash balances denominated in foreign currencies 
included in the statement of net assets available for benefits are translated at the 
rates in effect at year end. The resulting gain or loss from changes in these rates is 


included in unrealized investment income. 


(f) Contributions 
Contributions are recorded on an accrual basis except for special payments from 


the Province which are recorded in the year in which they are received (see note 6). 


(g) Benefits 3 


Payments for benefits, refunds and transfers are recorded in the year in which the 


payment is made. 
2. INVESTMENTS 


The investment objectives of the Plan are to maximize investment returns and to 
protect the pension benefits of the Plan members. The strategy employed to 
achieve these objectives is to invest cash flow from contributions, maturing 
Debentures and investment returns into a diversified pool of assets such as 
Canadian and foreign equities, money market securities, government bonds and 


real estate. 


Until January 1, 1990 the Plan had been restricted to investing in non-marketable 


| Debentures which must be held to maturity. The Plan’s investment in these | 
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Debentures, amounting to $17.8 billion, has interest rates and a maturity profile 
that exposes the Plan to significant market value fluctuations. To manage this 
exposure in a manner consistent with the investment objectives, the Plan has used 
interest rate, foreign currency and equity futures, and interest rate and debt to 
equity swaps (collectively called the Conversion Contracts) during the year . These 
Conversion Contracts allow the Plan to achieve its objectives relating to asset 
diversification, interest rate sensitivity, and return, while retaining the non- 
marketable Debentures. Through these Conversion Contracts, the investment 
returns from the Debentures are exchanged for returns equivalent to those which 
would be earned by investing directly in money market and equity securities, as 
more fully described in note 2 b). 


a) The schedule below summarizes the market value and cost of the Plan’s 
investments as at December 31, 1992 and 1991: 


($000’s) 1992 1991 

Market Market 

Value Cost Value Cost 
Debentures series se $17,862,455 $15,438,482 $18,029,523 $15,944,037 
Money market 

SCCUTIBIES Jee sacetey. ne 1,244,667 1,244,667 568,939 568,939 

Canadian bond............. 968,679 960,828 601,528 $83,833 
Morteases0ere ne ous 72,925 72,925 15,682 15,682 


20,148,726 17,716,902 19,215,672 17,112,491 


Equities 
@anadiants.. seo tsan 3,217,543 3,309,948 2,618,499 2,537,631 
PORGISTA A, eerie 2,567,884 2,330,194 (AIS S52 ee OLE O TA 
5,785,427 5,640,142 4,414,051 4,039,602 
Reales tater ertarserere. ats 451,144 469,823 179,629 179,629 


$26,385,297 $23,826,867 $23,809,352 $21,331,722 


Included above is accrued interest and dividends of $492,712 (1991- $5 19,659) 
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b) The schedule below summarizes the “notional” principal amounts of the 
Conversion Contracts outstanding at the year end. The principal amounts are 
termed notional because they are not usually exchanged themselves, but serve as 
the basis upon which the payments of returns and the market value of the contracts 
are determined. The main types of contracts used by the Plan are swaps and futures. 


Notional principal of outstanding Conversion Contracts at December 31: 


($000’s) ; 1992 


Swap Contracts 
Brxed anmteres trate: &.cc00...crs0oacbecestssacee, estew. $(3,564,505) $ a 
OAL Pg MLeTES trates eesacseececse eect reac 2,880,000 ee 
UCL EN Ea 2 denen Set Pt eee een ge eee 684,505 os 
$ _ § a 
Futures Contracts 
IMEGTCS tet ates Ai Rie ceebre ae ameter ean $(1,296,522) $(2,889,000) 
EG ULEY Reielio tans ie actvegan suircc taeda. orton ree 59,925 — 
COUTIG CS Lepore eaten Re SIE ON ter ORL On 104,134 — 
$(1,132,463) $(2,889,000) 


i) Swap Contracts 
Under swap contracts, the Plan agrees to pay a fixed rate of interest on a notional 
principal amount of Debentures and in return, the Plan receives income based 
upon the yield of an equivalent notional amount of money market securities or 


equities. 


Swap contracts outstanding at December 3 1, 1992 have been used to convert the 
yield on a notional amount of Debentures of $3.6 billion (“fixed interest rate 


swaps”) into: 


i) the yield on a notional amount of $2.9 billion of money market securities 
(“floating interest rate swaps”), and 
ii) the return based on a notional amount of $685 million of equity indices 


(“equity swaps”). 
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ii) Futures Contracts 
Futures contracts are agreements either to buy or to sell notional amounts of 
money market securities, bonds, equity securities or foreign currencies at 
predetermined future dates and prices. As a result of entering into these 
contracts, returns are generated that are equivalent to the gain or loss that would 
arise if the securities or foreign currencies had been bought or sold directly at the 
future price. These contracts permit the Plan to change its exposure to the effects 
of changing interest rates on the Debentures, while retaining the Debentures 


themselves. 
Futures contracts outstanding at year end have been used as follows: 


i) interest rate futures contracts have been entered into to sell a notional 
amount of $1.3 billion (1991 - $2.9 billion) of fixed income securities which, 
together with the investment in Debentures, provide the Plan with returns 
based on short term interest rates and reduce the Plan’s sensitivity to interest 
rate fluctuations; 


ii) equity futures contracts have been entered into to buy a notional amount 
of $60 million in equity securities which provide returns based upon the 
ownership of that amount of equities; and 


ili) currency futures contracts have been entered into to buy the notional 
equivalent of $104 million in foreign currency which provide the Plan with — 
returns based upon the impact of foreign currency fluctuations on that 
amount. 
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3. RECEIVABLE FROM PROVINCE OF ONTARIO 
The receivable from the Province consists of required matching contributions and 


interest thereon. 


($000’s) 1992 4991 


Contributions receivable wuss 1 tee ec ee $1,186,087 $1,059,409 
PACELUCE AMLETOS Laie ch ies Se ewer baie er ne 137,073 130,420 


$1,323,160 $1,189,829 
ASSL SS RE RS EE EE 


The receivable from the Province is expected to be collected as follows: $675 
million in 1993 and $648 million in 1994. 


4. ACCRUED PENSION BENEFITS 
a) The assumptions used in determining accrued pension benefits were developed 


by reference to management's best estimate of expected long-term economic 
trends. Significant long-term actuarial assumptions used in the valuation were: 


% 1992 1991 


Asset rate of return 


(hen t 82,0, ©, O 2 Re air a acl tye Gay Re ne teen 9.50 10.25 
BLING Sr Oi oa ar a eran SO Ro he Re 9.00 25 
Salary-escalation TateNy eye ac teense my estes 5.25 5.78 


Dpflationutatesss.c eat ee ee 4.25 4.50 


The actuarial method and assumptions used to determine the best estimate valuation 
of accrued pension benefits differ from those used in the determination of the 


pension obligations for funding purposes as described in note 6. 


b) The actuarial value of net assets available for benefits is determined by reference 
to long-term market trends consistent with assumptions underlying the valuation 
of accrued pension benefits. The adjustment represents the difference between the 
actual and management’s best estimate of return on the fund amortized over five 
years. Using this adjustment, market value remains the underlying basis for asset 


valuation, but fluctuations are averaged over a five-year period. 


The year over year change in the actuarial asset value adjustment is reflected in the 


| | statement of changes in deficiency. 
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5. INVESTMENT INCOME 
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($000’s) «> 1992 1991 
Interest Income 
Debemturesiinae sss eae omiccae Beet $1,479,818 $1,595,694 
Money market securities ...../0..i.caccs 62,353 96,247 
Bonds 
Canadian ssc: cccetani waerortandasen horieetes 47,859 69,371 
POLE Stacie cde eho en Rees 4,439 tyes 
MOT SASS Gini aeethaesras oe ten eee 3,630 457 
1,598,099 1,761,769 
Dividend Income 
CahadianvieGurtiesy, wiscactvtentccreai tec: oe 107,702 57,289 
BOLEISIA CGE ES ee oes cert oes code ees act ence 35,610 39,657 
143,312 96,946 
REAFeStAhe cers Bath, eeeetetcee ee aaroty Siemens 18,467 3,584 
1,759,878 1,862,299 
Realized gain on investments ..........:ceeseeee 179,921 34,071. 
1,939,799 1,896,370 
Unrealized change in market value 
OL MALVESTIMEItS: seen, Se nee 205,706 1,947,145 
$2,145,505 $3,843,515 
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6. FUNDING POLICY 


Statutory actuarial valuations are prepared periodically in accordance with the Act 
to determine the funding of the Plan. Active members are currently required to 
contribute 8.9 per cent of their salaries to the Plan with matching contributions 
from the Province and other employers. 


The assumptions and actuarial methods used to determine statutory pension 
benefits are different than those used to calculate the amount disclosed in the 
statement of net assets available for benefits and accrued pension benefits and 
deficiency. Due to its conservative approach, the statutory valuation will result in 
a higher estimate of accrued pension benefits. 


A statutory valuation of the Plan, prepared by William M. Mercer Limited, as at 
January 1, 1990 disclosed an unfunded liability of $7.8 billion. This unfunded 
liability is the responsibility of the Province and is being paid off with interest by 
a series of special payments over the 40 year period which commenced January 1, 
1990. Since 1990, the Plan has received $895 million of special payments toward 
the unfunded liability and accrued interest thereon. 


On January 1, 1992 the Province and Plan members agreed to an equal partnership 
for the sponsorship and financial responsibility of the Plan. Under the agreement, 
any actuarial gains and losses reflected in statutory valuations in the period 
January 1, 1990 to December 31, 1991 are the responsibility of the Province. The 
Province and the Plan members will ultimately have an equal share in future 
actuarial gains or losses. The movement to equal sharing is being phased in over 
a five year period ending December 31, 1996. 
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7. CONTRIBUTIONS 


($000’s) 1992 1991 
Members 

Crigrent'SeNnvicen Avett ears i ree Ge $ 606,093 $ 560,761 
Optional credit ........ Or Serer rie ln ee eae 49,008 36,238 
REPAyMICNtS OL TERUNGS 5 geen tte arsenate 18,851 29,181 
673,952 626,180 
Province of Ontario SF Bs ed ae ede Tee 
GEETENTSCIVICE Zest tect hte ane ee 598,126 552,596 
Optional credit 25.7. eect an ie ne er 32,360 4,413 
THtereS twa esate c ese. eee oh ee ee et a ee 100,473 97,320 
Special payments (NOt) Mo niccsnecet naa 438,080 269,707 
1,169,039 924,036 

OMer GIIPlOV ENS 12-25 eactieases ha anette et coe a weanT ae 9,601 8,858 
Transfers from other pension plans ...............600 36,884 24,590 
| $1,889,476 $1,583,664 


8. BENEFITS 


($000’s) 1992 1991 

RELUPEMEILE PENSIONS 2, 2 sano sotsas eee eats $811,607 $733,232 

Disability jpensiOns:..-: a7..ccsetauee tetas 23,131 245397. 

Death benefits 

SULVIVORPCNSIONS, Bsa, Meee haan tae 52,948 47,344 

EIN DoS Gm pay Metts ace Arcee eters Le 4,888 4,454 

57,836 51,798 

: 892,574 806,427 

RETUNAS Aras, coe tices a heoan Ne Rag tean 11,226 11,272 
Transfers:io other-plansy. <i es cae tetsu 17,631 T5278. = 

$921,431 $829,226 
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9. INVESTMENT EXPENSES 
($000’s) 1992 L991 
Salaries and staff benefits ..........c.cccccccssssctseedeeneses $ 4,974 $2,813 
aJtlvestnent mdragenient feés< 2... 28a. nails, 4,412 1323 
Custodial and banking fees......... Goer wate ka 1,969 679 
Premises and equipment ....c..cc.sccssclacseeveesdeserseeeee 996 . 649 
Professional consulting services ...........cc:ccccceeseees 912 932) 
Publications and regulatory fees ............c:ccceeees 398 142 
Communication and travel) 55.0.0: s.0cceeshece-ccdece 342 201 
YNTUNG HK ES CeCe See Oe es Cea Baltes to PL ees eae chante anc 79 68 
StaALLOMeLy-aNG SUP PLICS a. ssc8 ee. csekoAT vas eene ses thes 77 73 
Board and committee remuneration .............0000- 64 58 
OU C tyrteetts eek ee eesti Ran Re a 20 8 
$14,243 $6,946 


10. CLIENT SERVICE EXPENSES 


($000’s) 1992 1991 
Salaties:and Statebenents=. Lincs tsk ace $12,577 $10,883 
Premises ancPequipments:.ai ic .c heen ist 5,287 3,538 
Professional consulting services ..s.cco a ies 2,770 1,613 
Communicationiand:.ttavels.c ss. eee a a 1,823 1,650 
DIAPLONELY aliCiSUP DIES iit sen cus okey cessed oes 424 489 
Board and committee remuneration ............0...... 96 88 
FRUCTOSE has tress cys a taee bia anes Oy Ae 79 68 
Pani kingTSes-s. ak kaos aese ds eevebeecdees eae Pee obek 77 68 
Publications and regulatory fees ...........:ceseceeees 60 aL 
OAS RU epee tee arnt wera oe et eae an Wa Derek ETE 72 50 


$23,265 $18,474 
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11. CONTINGENCY 


A claim has been made against the Plan because of corrective steps taken in 
September 1986 in order to conform to a legal interpretation of a previous act. 
These steps have resulted in the reduction of approximately 1,500 pensions on a 
prospective basis. The Supreme Court of Ontario has agreed with the Plan’s 
interpretation with respect to this claim, but the claimant has appealed. 


The outcome of this appeal cannot be reasonably determined at this time. 
Accordingly, no provision for it has been made in these financial statements. Any 


settlement will be recorded in the year it becomes determinable. 
12. COMPARATIVE FIGURES 


Certain comparative figures have been reclassified to conform with the financial 
statement presentation adopted for 1992. 
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AUDITORS’ REPORT TO THE ADMINISTRATOR 


We have audited the statement of net assets available for benefits and accrued 
pension benefits and deficiency of the Ontario Teachers’ Pension Plan as at 
December 31, 1992 and the statements of changes in net assets available for 
benefits, changes in accrued pension benefits and changes in deficiency for the 
year then ended. These financial statements are the responsibility of the Plan’s 
administrator. Our responsibility is to express an opinion on these financial 


statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable 
assurance whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well 


as evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, 
the net assets available for benefits and accrued pension benefits and deficiency of 
the Plan as at December 31, 1992 and the changes in its net assets available for 
benefits, accrued pension benefits and deficiency for the year then ended in 


accordance with generally accepted accounting principles. 


The prior year’s financial statements were reported on by another firm of Chartered 


Accountants. 


1 treo 


Chartered Accountants 
Toronto, Canada 
February 5, 1993 
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ACTUARIES’ OPINION 


We have performed an actuarial valuation of the assets and the going concern 
liabilities of the Ontario Teachers’ Pension Plan (the Plan) as at December 31, 1992, 
for inclusion in the Plan’s financial statements. 


The valuation of the Plan’s actuarial liabilities was based on: 


® membership data provided by the Ontario Teachers’ Pension Plan Board (the 
Board) as at December 31, 1991; 


™ methods prescribed by the Canadian Institute of Chartered Accountants for 
pension plan financial statements; 


@ assumptions about future events (for example, future rates of inflation and 
future rates of return on the pension fund) which have been communicated to 
us as the Board’s best estimate of these events; and 


® information provided by the Education Relations Commission on negotiated 
wage settlements in 1991 and 1992. 


The objective of the financial statements is to fairly represent the financial position 
of the Plan on December 31, 1992 as a going concern. This is different from the 
statutory valuation (the actuarial valuation required by the Teachers’ Pension Act, 
and the Pension Benefits Act), which uses actuarial methods prescribed by the 
Teachers’ Pension Act and cautious assumptions about future events to establish a 
prudent level for future contributions. 


While the actuarial assumptions used to estimate the Plan’s liabilities for financial 
statement purposes represent the Board’s best estimate of future events, and while 
in our opinion these assumptions are reasonable, the Plan’s future experience will 
inevitably differ, perhaps significantly, from the actuarial assumptions. Any 
differences between the actuarial assumptions and future experience will emerge 
as gains or losses in future valuations, and will affect the financial position of the 
Plan, and the contributions required to fund it, at that time. 


_ We have tested the data for reasonableness and consistency, and we believe it to 


be sufficient and reliable for the purposes of the valuation. We also believe that the 
methods used are consistent with sound actuarial principles, and that the assump- 
tions are appropriate for the purposes of the valuation. Our opinions have been 
given, and our valuation has been performed, in accordance with generally 
accepted actuarial principles. 


Lester J. Wong, F.C.I.A. 
February 12, 1993 


Malcolm P. Hamilton, F.C.1.A. 
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FINANCIAL HIGHLIGHTS - THREE YEAR REVIEW 


($ millions) for the year ended December 31 1992 1991 1990 
CHANGES IN NET ASSETS 
REVENUES 
Investment Income 
Realize digger cima ccet coral vaese: unees atont 1,940 1,896 1,957. 
Winnealizeds yews. hs, cestyceed tee 205 1,947 (926) 
2,145 3,843 1,031 
Contributions 
IMETIDET Ste tirr ee ce Soest eee 710 651 559 
Province of Ontario 
- current and past service .............. 731 654 579 
- unfunded liability... 438 270 187 
OtHer emi PlOVeLs tri. tvahlesercecins aceene 10 gy 8 
1,889 1,584 TE oiexss 
MotaliRevente ss. .a shri. cesta ees ceed 4,034 5,427 2,364 
EXPENDITURES 
BOI CIHES: PALA, tarsss, dasvabies vette arsyotesoe tothe 892 806 742 
Refunds and. tranStetssc.:..csss1.s.ss.-.20-s eee 29 23 18 
Administrative expenses .............:.:.0 37 25 20 
Total Expenditures. NACo ere oR Ea re a 958 854 780 
PR STP ESS MY IE SE I PNAS EEE STS MELON OER 2 RNC RO OI DIET EF BESET EDIE ETL EIEN NAS ON) 
INCREASE IN NET ASSETS. ................0000..000005. 3,076 4,573 1,584 
SS STE SS ES SL ED ILD PII ET IPI NI LOGE LLY EDEL ALS ELEFEL IEE ALE ELLOS CIE GE BEG TONED TB IA IEA EEN EPL OP GEO LE EI! PAPI EVIL IST, 
NET ASSETS 
Investments 
Province of Ontario debentures ........ 17,863 18,030 16,449 
~ Money market’securities ..0..(..05...sie... ~ 1,244 569 1,385 
Canadian bonds and mortgages ........ 1,042 616 295 
ICI ULULT S738 oto. eons tree wacaesse. pore 5,785 4,414 1,327 
HNGal CSC ALCE necks sscrereeaasssae oc cetonreees 451 180 — 
. 26,385 23,809 19,456 
Receivable from Province of Ontario.... 1,323 1,190 945 
OEMETHASSELS wea ess eee ie oes eee eae 72 10 — 
IG) ON Idee aes anette ee eaten ere en penta (7) Cl; (277) 
NetrAssets onesie oss he aneoeoines ie 27,773 24,697 20,124 
Actuarial value adjustment ............0...... (414) (883) 709 
Actuarial value of net assets .................. 27,359 23,814 20,833 
Actuarial value of pension benefits ...... 30,781 27,479 24,391 
DEFIGIENCY: otha Stress, Bathe hese aan 3,422 3,665 3,558 
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INVESTMENTS IN CORPORATE SHARES AND CONVERTIBLE DEBENTURES 


Greater than $15 million 
as at December 31, 1992 


Market 


Par 
Value Number Value 

Enterprises ($) of Shares ($000’s) 
Corporate Shares 
ABIN-AmfOsMOl GNSS c.2 sae eee are eect ys ose 669,211 23,750 
Alberta Energy Company Ltd. ................. 2,162,500 35,141 
Alcan Aluminum Limited ........0.....0.0..00.. 3,118,878 AOS: 
American Barrick Resources Corp. ........... 1,762,100 69,162 
Bank Of Montreal cts eee ees ese 1,272,600 58,062 
Bank of Nova Scotia; The-<....ssc.ccsiccseseces 2,152,300 By a 27/ 
BO Ealin Ge et ncurses sete haa ageee seal eee eee 3,201,400 132,858 
BombardieninG er caese ca tee 1,301,000 15,287 
Cambridge Shopping Centres Ltd. ........... 2,665,224 34,670 
CanadianePacthicehtd cnet eee 3,347,300 53,079 
Canadian Imperial Bank of Commerce.... 3,288,064 87,956 
Cara: Operations, Limited 0.5 2hsac28... 3,524,500 16,565 
Chieftain International Inc. .............cceeeees 751,000 16,522 
Commceorp Financial Services ............:...05 1,350,000 25,650 
Go-SteelL Ine en eet seco meee 1,411,600 25,056 
Dai-Ichi Kangyo Bank Ltd. .................0eu 1,045,000 17,783 
EXxon (CorpotatlOlennes tse cen ee 320,780 24,923 
BUbjTSBaI Kee eae soko oes selene eee reste fete 953,000 17,480 
Fo PHOLOsETnIe GC Olsees see eee eee 642,000 SPT 
General Electric Company ............::::0:08 149,143 16,209 
lita Cia tela aie sees antanc . Hes eerie 3,146,000 24,107 
Horsham Corporatommrcrss eta ess 3,144,600 34,984 
Ems COSINE (2.22 eo pw secrets ese nck spent tones 748,500 30,876 
imperial Ou Vimitedteneect ae oc.cee 631,250 25,645 
Pn COuciMIted Cet Ret eecss mcs tee ae LG, 24 50,621 
Industrial Bank of Japan Ltd., The ........... 770,000 19,380 
Inter-City Products Corporation .............. 3,488,000 24,852 
International Semi-Tech Micro 

PILECHTOMICS AIG hed n 4 Renee 1,226,300 23,146 
RAGeMinerals Ltd seen cee eee 3,086,450 20,834 
Baidlaw Ines Sie ir era eee 3,076,100 35,891 
Maclean Hunter Limited. ...cic:.....-c.0cesese<: 3,807,100 46,161 
Matsushita Electric Industrial Co. Ltd...... 1,901,000 22,471 
MDS Health Group Limitéd s..c.2.5..4.:...00.- _, 966,600 T5720 
Metall Mining Corporation .................006 2,171,000 27,658 
Molson Companies Limited, The............. 579,450 16,639 
Moore Corporation ELMaite dixie coer 1,343,032 29;379 
Morrison Petroleum Ss Ltd) 2: 32Gen ee 632,900 16,139 


N T A R I Oo JP E A G H E R S P N S 
National Bank of Canada ....0..........cccceceeee 2,538,400 20,625 
IN Oral Carli G ote een, te he mince enue chr seb 1,168,200 21,612 
Norcen Energy Resources Limited ............ 1,191,600 20,830 
Northern Telecom Limited .:....0...........0062. 1,270,614 69,869 
Nova Corporation of Alberta................666. 4,235,400 37,060 
PesasiissGoldthinGrn sc .5 sie es secencae aes 1,114,500 20,903 
Philip Morris Companies, Inc. ................. 154,873 15,183 
RIACSEADOME MAG. sta san eee re ee ects 2,580,880 38,070 
Potash Corporation of 

SaskaiChewansliiGAsocrsictee eerie ess 1,293,700 33,451 
Power Corporation of Canada.................. 1,712,000 26,536 
Power Financial Corporation ................... 968,200 20,211 
eh ecor HIG. wis se hocks ee ee 2,289,400 39,928 
Ranger Opel imited AA c.cscak cence 3,553,800 24,877 
ReWaissat1ce ENEPEY LEGS Ges nessa densi eaes 1,142,400 PaNN CLIT 
IREDSOLSAGe cia tosstet svar crt a kena ae ee 524,925 16,053 
Rio Algom Tmited x sivas actse. ec wees oes 1,996,200 28,817 
Royal Bank of Canada, The ................0.0 4,712,600 116,048 
Seagrams Company Ltd., The..............00... 2,972,817. 83,597 
Societe’General ener ci itn ee pen ete 110,000 15,642 
Societe Nationale Elf Aquitaine ................ 413,850 34,491 
UM COMIO Banks creda sane erect ute 1,082,000 19,956 
Niels: Corporatlony see wernt. eee cesta 1,494,300 19,426 
Thomson Corporation, The ................005. 3,268,600 47,395 
Toronto-Dominion Bank, The.................. 5,471,700 90,967 
TransAlta Utilities Corporation ................ 1,619,092 22,263 
TransCanada Pipelines Limited................ 1,567,000 27,618 
Trilon Financial Corporation ................... 73595095 33,243 
hrizee-Corpotation Litdeca.wes uns 19,269,700 $4,372 
WrileyiersNU Vin sore Nite ivtcs eae asc ae 152,614 20,250 
Wal-Mart Stores, Inc. ......... Cet rantabers latter ‘ 191,706 15,595 
Wiestcoast Energy ince Goi so Ac cstdeascateliesaes 1,812,900 PIS eA'S 8} 
White Rose Crafts and Nursery 

Salesssiniite cs sy ne. a se whe oe: 150,000 21,000 
Convertible Debentures and Corporate Shares 
Morgan Hydrocarbons Inc. 

O20 %) ti esAu Sasol 2 OOO set ase 15,000,000 312,600 19,641 
Power Financial Corporation 

8.0% Due Apr..30,, 2014 sree a 171,000,000 205,200 
Repap Enterprises Inc. 

S970 DUSATIST OL 1991 ies eaaccer 17,400,000 2,673,000 15,566 
Telecom Telesystem LTD. 

344%: Due, Nov. 8), 2002.5. eek. 31,250,052 32,798 
Unigesco Inc. 

O85 20 Durean=aliSjs 2002s sone ceeune ss nck oe 25,000,000 23,000 
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SCHEDULE OF PROVINCE OF ONTARIO DEBENTURES 
as of December 31, 1992 
($ millions) 


Maturity Coupon Market 


Date % Value Cost 
1993—1997 7200! te 7,99 113 115 
8.00 — 8.99 eya! 367 
9.00 — 9.99 110 108 
10.00 — 10.99 208 197 
£1.00, .—- . 11.99 68 64 
16.00 — 16.99 208 165 
1,078 1,016 
1998—2002 L002 7299 5 5 
8.00 — 8.99 286 286 
9.00 — 9.99 1,585 1,495 
10.00 — 10.99 362 335 
11,00" 7111.99 809 717. 
12,0052 12,99 142 1 
13.00; ==" 13.99 165 137 
14.00 — 14.99 1ST 107 
3,485 3,203 
2003—2007 9.00 — 9.99 188 177 
10.00 — 10.99 1,503 1,363 
T003.-— 9) 11-99 692 590 E 
12,00 == 2:32.99 2,016 1,626 
F300 == — 1399 986 775 ‘ 
14.00 — 14.99 450 835 q 
15,00 + 115.99> 1,013 707 q 
6,848 5,573 q 
TRIS TOS A eT ES ES EE ; 
2008—2012 10.00 — 10,99 2147 1,911 : 
TOO p= ee 99 3,489 3,010 4 
152005 =) 15.99 341 238 . 
5,947 5,159 i 
Accrued Interest 488 488 ‘ 
17,846 15,439 5 
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CORPORATE DIRECTORY 


President and Chief Executive Officer: Claude Lamoureux 


Investments: 

Senior Vice-President: Robert Bertram 

Vice-President, Fixed Income: Patricia Murphy 
Vice-President, Equities: Heather Hunter 

Vice-President, Research and Development: George Engman 
Vice-President, Real Estate: Brian Muzyk 
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The information described in this annual report does not fully 
describe the benefits of the pension plan. If there are any 
discrepancies, the Teachers’ Pension Act will apply. 


We welcome your comments and suggestions for this annual 
report, as well as other aspects of our communications pro- 
gram. Please call Lee Fullerton, Communications Manager at 
730-5347, 


Communications Department 
Ontario Teachers’ Pension Plan Board 
5650 Yonge Street 

North York, Ontario 

M2M 4H5 

Toll-free: 1-800-668-0105 

Local: 226-2700 
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CORPORATE MISSION 


Teachers can rely on the Ontario Teachers’ Pension Plan Board to provide the financial 
base and pension benefits knowledge around which to plan their retired lives. 


CORPORATE PROFILE 


The Ontario Teachers’ Pension Plan Board is an independent corporation established in 


1990 by provincial statute. It administers the defined benefit pension plan of the province’s 
teachers and provides them with personalized customer services. The pension board 
manages the plan’s investments with the objective of producing sufficient investment 
returns to provide plan members and their families with retirement income, indexed to 
inflation. 


The plan’s membership consists of 160,000 elementary and secondary school teachers 
and more than 43,000 retired teachers. There are also approximately 88,000 former teach- 
ers with entitlements in the plan. 


Originally created in 1917, the teachers’ pension plan was restricted to investing in non- 
marketable Ontario debentures until 1990 when legislation empowered it to diversify 


investments to help make the plan fully funded over the long term. Today, the plan’s assets 


include equities, mainly the shares of corporations, and fixed-income securities, princi- 
pally government bonds. With total assets exceeding $34 billion, the teachers’ pension 
plan is the largest invested pension plan in Canada and ranks among the nation’s largest 
financial institutions. 


The plan is co-sponsored by a partnership between the Ontario government and the plan 
members, who are represented by the Ontario Teachers’ Federation. The partners are 
responsible for defining plan benefits and for appointing four members each to the pension 
plan’s board of directors. The partners jointly select the chairperson. 
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FINANCIAL HIGHLIGHT 


FINANCIAL POSITION 


(3 billions at December 31) 1993 1992 
Assets 34.7 27.8 TOTAL ASSETS 
Ontario debentures 15.7 ez ($ billions at December 31) 
Money market securities 1.3 2 
Bonds and mortgages 1.2 1.0 $36 
Equity investments 14.5 (On) 
Real estate 6 35) 30 
Other 1.4 1.4 
24 ig | 
Actuarially adjusted assets 30.8 ZleA =e i 
Future cost of benefits 34.0 30.8 x | 
Deficiency 3.2 3.4 — \a i 
12 
Rate of Return 21.7% 8.9% 
. 
= See 
MEMBERSHIP PROFILE 84 85 86 87 88 89 90 91 92 93 


> Fixed Income ) Equities 


Pensioners 43,400 
Inactive Members 88,000 
Active Members 160,000 


1993 ASSET MIx 
(at December 31, 1993) 


ee ee ;-—— Real Estate or, 
: Bonds and Mortgages 3% 

,_ Money Market Securities 4% 

— Equities 44% 


Ontario Debentures 47% 


ACTIVITY DURING THE YEAR 
oo eeeeeeeeeeSSSSFSMMMMSMmmMMHshshesesf 


($ millions) 1993 1992 
Investment operations 
Investment income 5,907 ASS 
Investment expenses (20) (14) 
5,887 2,131 
Customer service operations 
Contributions 1,401 1,889 
Benefits paid (1,001) Gan) 
Customer service expenses (24) (23) 
376 945 
Distribution of actuarial gain (325) — 
Increase in net assets 5,938 3,076 
Increase in cost of future pension benefits (3,217) (8,302) 
Change in market value adjustment (2,533) 469 
Decrease in deficiency 188 243 


1993 INVESTMENT INCOME 


Money Market Securities 1% 
Bonds and Mortgages 3% 
Equities 44% 
Ontario Debentures 52% 


1993 REVENUE 


Member Contributions 9.6% 


Government Contributions 9.6% 


Investment Income 80.8% 
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FINANCIAL POSITION AT YEAR END 
ee 
($ millions) 1993 1992 


Where assets are invested 
Ontario debentures 15,666 WAIL 
Money market securities, 


bonds and mortgages 2,451 CRACK 
Equities 14,545 6,470 
Real estate 608 451 
Contributions receivable 1,362 IL sy3: 
Other assets 36 72 
34,668 27,780 
Liabilities 957 iG 
33,711 PHM 
Adjustment to smooth market 
value fluctuations (2,947) (414) 
30,764 27,359 
Future use of assets 
Pension benefits P 33,998 30,781 
Deficiency 3,234 Be 
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NUMBER OF PENSIONERS 
(thousands ) 


TYPES OF PENSIONS 48 
40 
Disability Pensions 4% 
Survivor Pensions 12% 
Reduced Pensions 21% 
Unreduced Pensions 63% 
Total Pensions 43,400 - 
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Stack teaches computer science at 


_ Joseph-Scollard Hall, North Bay (top). 
Cindy Ambrose teaches physical education 
at Parkfield Junior School, Etobicoke 
(middle). 

Richard Henderson teaches grades four and 


five at Wells Street Public School, Aurora 


(bottom). 


Jean Leavoy talks to her grade one students 
at Parkfield Junior School, Etobicoke (top). 
Jane Murphy reads to her students at Wells 
Street Public School, Aurora (middle). 

Nadia Kuz teaches computer science at 
Centre Wellington District High School, 


Fergus (bottom). 
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Gerald K. Bouey 


Chairperson 


Since January 1, 1992, the sponsorship of the 
Ontario teachers’ pension plan has been based on 
a full partnership of the provincial government and 
the Ontario Teachers’ Federation (OTF). This 
partnership, with two sponsors now sharing 
equally in the plan’s future losses and gains, is a 
rarity in the Canadian pension fund industry. 


OUR CORPORATE CHARACTER 

The teachers’ pension plan board is different from 
many pension organizations in that it operates very 
much like a private sector corporation. In our case, 
it is a large corporation with assets under admin- 
istration exceeding $34 billion. 

The pension plan has its own board of 
directors, a chief executive officer and senior 
management team, and more than 200,000 plan 
members who are both financial stakeholders and 
customers. 

The similarity between the relationship of 
the board and plan members to that of a 
corporation and its shareholders is evident in two 
ways. First, each teacher has pension benefits in 
the plan of roughly $170,000. This is a large indi- 
vidual vested interest. Second, approximately 
three-quarters of the fund value used to provide 
teachers’ retirement income depends on man- 
agement’s expertise in achieving long-term 
investment targets approved by the directors. 

At the same time, teachers and pensioners are 


Both partners decided that the government 


could take its gains without jeopardizing 


members’ pensions. 


customers of the corporation. We are one of few 
pension organizations that provides services to 
members directly, rather than through their 
employers. 


THE SHARING OF ACTUARIAL GAINS 
Until the end of 1991, the government was the sole 
sponsor of the plan and therefore exclusively enti- 
tled to gains or responsible for losses. Following 
extensive discussions, the OTF and the govern- 
ment agreed to share sponsorship on a gradual 
basis. The government’s share of surpluses or defi- 
ciencies was to decline to 80 percent in 1993 and 
60 percent in 1995 before reaching parity with the 
OTF in 1997. 

In 1993, the government decided to exercise its 
right to take its gains for the years 1990 to 1992. An 
independent valuation on January 1, 1993 esti- 
mated the gains at $1.5 billion, principally because 
future wage and inflation rates are expected to be 
lower thanthe rates projectedinthe 1990 valuation. 

The government will obtain most of the gains by 
saving $1.2 billion in the scheduled special pay- 
ments it has undertaken to make toward retirement 
of the unfunded liability. Included in this amount is 
$342 million already paid by the government in 1993 
and returned by year end. A further $325 million 
over the next two years will take the form ofreduced 
current service contributions. 


As part of the negotiations with OTF on this 
matter, the government agreed that after January 
1, 1993 actuarial gains and losses will be shared 
equally, four years earlier than originally 
scheduled. 


RESPONSIBILITIES OF THE PARTNERS 
In 1992, the partners formed a six-member commit- 
tee to oversee changes to the design of the plan. The 
partners’ committee makes decisions about funding 
levels and the scale of benefits paid to members. In 
the event of surplus funds, it decides whether to take 
gains out of the plan, to create a larger “safety 
cushion” against future losses, to reduce contribution 
rates, or to change benefits. In 1993, both partners 
decided that the government could take its gains 
without compromising the plan or jeopardizing 
members’ pensions. 


RESPONSIBILITIES OF THE BOARD 

The fiduciary responsibilities of the board of direc- 
tors and senior management are quite different from 
the responsibilities of the partners. 

The partners appoint the directors, who in turn 
appoint the chief executive officer and approve his 
selection of senior officers. The directors are 
responsible for the administrative, investment and 
compensation policies, and oversee implementa- 
tion of these policies by management. 


Our fiduciary obligation is spelled out in 
common law, the Teachers’ Pension Act, Pension 
Benefits Act and Income Tax Act (Canada). The 
directors and senior officers are required by law to 
act in the best interests of plan members and their 
survivors. 

We demonstrate our commitment to protect- 
ing the interests of members in many ways. We 
diversify plan assets to produce reliable long- 
term investment returns. In 1993, the plan’s asset 
base expanded by $6.9 billion to exceed $34 
biluon. Much of that expansion was into 
corporate shares as part of our strategy of ulti- 
mately holding two-thirds of the plan’s assets in 
equities. This trend of increasing equity holdings 
will continue. 

We also protect member interests by retaining 
the best talent available to administer the plan and 
execute its investment policy. 

The exercise of share ownership rights and the 
payment of competitive management compensa- 
tion deserve additional comment to assist stake- 
holders in understanding our policies and 
practices. 


SHARE OWNERSHIP RIGHTS 

In 1992, the board approved a Statement of Guide- 
lines and Procedures on Proxy Voting to assist 
management in exercising our share ownership 
duties. The guidelines are the nucleus of our corpo- 


rate governance policy and deal with a long list of 


corporate issues. 

We believe that a company’s resources should 
be devoted primarily to increasing share value. In 
our view, management should be directly account- 
able for this goal to the owners through the direc- 
tors. As arule, companies best serve shareholders 
when most directors are independent of manage- 
ment and have expertise in business, finance, 
investment, and the professions. We also believe 
that directors should represent all shareholders, 
not specific interest groups. 


BOARD STRUCTURE 
As one of the largest financial institutions in Canada, 
the pension plan board strives to abide by these 
beliefs. Business, professional and investment exper- 
tise is well represented on our board. The full board 
forms the investment committee, supplemented by 
two outside financial specialists. All of this under- 
scores that the partners recognize the importance of 
appointing impartial experts to represent plan 
members. This is also consistent with our expecta- 
tions of the corporations in which we own shares. 
To retain board vitality and orderly succession, 
each director is eligible to serve for eight years, a 
maximum of four two-year terms. The terms are 
staggered to ensure continuity. Thumbnail biogra- 
phies of our directors are on page 10. 


Our corporate governance policy emphasizes 


that executive compensation should be linked 


to corporate performance. 


MANAGEMENT COMPENSATION 

Effective October 1993, the Ontario government 
required publicly traded corporations to disclose the 
compensation package of their top five executives. 
The purpose is to assist shareholders in relating man- 
agement rewards to corporate performance. 

We welcome this disclosure. Our corporate 
governance policy emphasizes that executive 
compensation should be linked to corporate per- 
formance. Our credibility as a major corporate 
investor rests on “practising what we preach.” We 
are accountable to our sponsors, to the over 
200,000 teachers and pensioners who are 
members of the plan, and to the taxpayers of 
Ontario. We have decided to voluntarily disclose 
senior management compensation information. 
This has been included in note 9c to the financial 
statements. 

Our senior managers are paid competitively 
with the private sector financial marketplace as 
well as commensurate with their responsibilities 
and the achievement of pre-set performance 
targets. In 1992, the full board, which acts as 
the compensation committee, approved a 
compensation-for-performance program. With 
the assistance of independent compensation con- 
sultants, we established pay ranges based on 
similar positions in insurance companies, banks, 
major pension plans and other comparable 
institutions. 


Since 1990, the total portfolio rate 
of return has averaged 13.8 percent, 
providing a real rate of return of 
10.7 percent after inflation, well 
above our goal. 


RATE OF RETURN 


24% 


20 


Goal 4.5% 
plus CPI 
= 7.6% 


90 91 92 93 
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Investment managers are rewarded for indi- 
vidual performance, the investment results of the 
portfolios for which they are responsible, and 
the performance of the total fund. Targets are 
measured against external benchmarks. Adminis- 
trative managers, who directly or indirectly serve 
teachers and pensioners, are rewarded for meeting 
service and cost control targets. Executive officers 
are compensated for achieving corporate objec- 
tives approved by the board of directors. 

Incentives, which can be an important portion 
of total annual compensation, ensure that the 
financial rewards of senior managers correlate with 
the pension and service interests of plan members. 
Our incentive programs include approximately 
25 percent of our total staff of 256. 


ACKNOWLEDGEMENTS 

We are now in our fifth year as a new corporation 
operating under a mandate of investment diversifi- 
cation and direct public accountability for our activ- 
ities. I am pleased with the progress made in 
establishing a corporate entity that responds to sound 
business practices. The transition has not been 
entirely smooth and unexpected challenges have 
arisen. The staff of the pension board deserve warm 
congratulations for executing the investment 
mandate and introducing many dramatic improve- 
ments in the speed and quality of services delivered 
to the province’s teachers and pensioners. 


Gerald K. Bouey 
Chairperson March 24, 1994 
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Susan McPhedran teaches 


Claude Lamoureux 


President & Chief Executive Officer 


Since 1990, the total portfolio rate of return has 


averaged 13.8 percent. 
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The plan exceeded its long-term performance 
target of 4.5 percent above inflation for the fourth 
consecutive year in 1993 as we continued to shift 
investments into equities. Challenges arose, 
however, on several other fronts. The govern- 
ment’s social contract, purchases of credit by 
occasional teachers, and the tax status of pur- 
chases of past service are issues that affect the plan 
and its members. At the same time, we imple- 
mented administrative changes to improve the 
quality and constrain the cost of services we 
provide to teachers and pensioners. 


INVESTMENT OVERVIEW 

We initiated an investment policy of diversification 
in 1990 with the goal of changing the plan’s assets 
from virtually all Ontario debentures to two-thirds 
equity investments and one-third fixed-income 
securities. We ended 1993 with 46 percent of assets 
in the form of equities or equity equivalents and 
the remainder in fixed-income securities. 

We purchase the common shares of major cor- 
porations not only in Canada but throughout the 
world by following two approaches. Under one ap- 
proach, we buy the shares of companies listed on 
major stock market indices, suchas the TSE 300 on 
the Toronto Stock Exchange. Thisis an efficient way 
to assemble a large portfolio of essentially blue-chip 
stocks ina diversity of economic sectors and differ- 
ent global economies, such as Europe and Japan. 

We also select individual firms for equity invest- 
ment. Our analysts and portfolio managers analyze 
companies to identify shares that offer above- 


1993 ASSET MIx 
(at December 31,1993) 


Fixed Income 54% 
Securities 
Equities 46% 


average long-term rates of return. This approach 
is similar to that of any investor seeking to buy a 
company. We examine the company’s past financial 
performance, operations, management quality, 
long-term business plan, board structure and 
board independence. 

The plan has owned shares in as many as 2,000 
companies at any one time. In some cases, these 
are large investments. In 1998, for instance, the 
plan owned shares valued at $25 million or more in 
70 companies. 

At the 1993 year end, equity investments 
totalled $14.5 billion, including $0.2 billion in 
privately owned business enterprises, compared 
with $6.5 billion a year earlier. The plan also owned 
approximately $0.6 billion of equity in income-pro- 
ducing real estate properties. 

In the case of fixed-income securities, the non- 
tradable debentures continued to dominate. How- 
ever, we have diversified into domestic bonds, the 
bonds of foreign governments, and index-linked 
bonds and mortgages. We also maintain funds in liq- 
uid assets, such as treasury bills, so that we have 
cash readily available for longer term investment. 

Fixed-income securities totalled $18.1 billion at 
the end of 1993, compared with $19.5 billion the 
previous year. 


Investment performance 

The plan earned a 21.7 percent rate of return in 
1993. After allowing for inflation, the real rate of 
return was 20 percent. Overall, equities performed 
very well as world stock markets experienced 


ASSET MIx GOAL 


Fixed Income 33% 
Securities 
Equities 67% 


strong growth during 1993. Equities earned 27.8 
percent rate of return and fixed-income invest- 
ments 19.4 percent. 

Having said that, our investment focus is more 
on long-term performance than on one-year rates 
of return. Since we began to diversify the asset 
base in 1990, the total portfolio annualized rate of 
return has averaged 13.8 percent. After allowing 
for inflation, the real rate of return was 10.7 
percent for the past four years. This compares 
favourably with our long-term performance target 
of 4.5 percent above inflation. This target should 
make it possible to maintain the current contribu- 
tion rate of 8.9 percent of salary (7.3 percent on 
the portion integrated with the Canada Pension 
Plan). 

It is important to note that a one percentage 
point variance in average long-term investment 
performance affects the pension plan’s contribu- 
tion rate by 20 to 25 percent over the long term. 
Currently, a teacher earning $50,000 pays close to 
$4,000 a year to the plan, with the Ontario Ov- 
ernment matching that amount. The cost to the 
plan of providing a $35,000 indexed pension to a 
35-year career teacher is about $500,000. We antic- 
ipate that contributions from members and the 
government over the long term will meet about 25 
percent to 30 percent of that pension, with the 
remainder coming from investment income earned 
by the plan. Investment performance is therefore 
vital to contribution rates and future pension 
income. 


Corporate governance 
Now that the plan is a significant shareholder in 
several major corporations, we must be attentive 
to exercising corporate ownership rights to maxi- 
mize shareholder value for plan members. 
Ownership rights are normally exerted through 
proxy voting. In 1993, we voted proxies in 293 
Canadian public companies. Most proxies dealt 
with routine matters, such as the appointment of 
directors and auditors. 43 proxies solicited by man- 
agement, or 15 percent of the total, conflicted with 
our guidelines. Most of these were executive com- 
pensation proposals, such as stock options that 
could dilute a company’s common shares by as 
muchas 10 percent, self-perpetuating share option 
plans, discounted share purchase prices, and 
interest-free loans. We normally oppose these 
proposals. With executive stock options, for 
example, our proxy guidelines require us to vote 
against proposals that dilute existing share values 
by more than five percent. 


Social investment 
A number of teachers have suggested the corpo- 
rate governance policy be extended to social 
investment. The purpose would be to prohibit 
investment in companies that, in some people’s 
perception, produce “socially unacceptable” prod- 
ucts or behave unacceptably in terms of environ- 
mental conduct, labour relations, human rights, 
and other political and social matters. 

The teachers’ pension plan is not, in our view, a 
political pool of capital. Its 200,000 members hold 


a wide spectrum of political and social beliefs, 
making the plan an inappropriate forum to recon- 
cile divergent views. Furthermore, the board does 
not regard itself qualified to act as a “social 
conscience.” 

The plan exists solely to provide members with 
retirement income and related benefits. As the 
trustee, the pension plan board must meet targets 
of financial performance and actuarial funding 
soundness. A restrictive social investment policy 
would make that difficult and more expensive. 
Fiduciary duty requires us to resist suggestions to 
alter the plan’s investment policy to advance the 
social or political ideology of some people at the 
expense of all plan members. 


CUSTOMER SERVICES 

We are making good progress in modernizing plan 
administration and improving customer services, 
although several administrative issues surfaced 
during 1993 that have implications for the plan. 


New pension administration system 

Our most important initiative to modernize plan 
administration involves the introduction in 1993 of 
new computer technology. The new pension 
administration system provides our members with 
faster and better service. 

We began by consolidating all information about 
our members into a single data base. In the past, 
members’ addresses and birth dates, for example, 
were stored in more than one data base. Some- 
times an address would be changed in one place 


During the year, 3,300 teachers retired, bringing 


to 43,400 the number of pensioners and their sur- 


vivors receiving benefits. 


AVERAGE 90-FACTOR PENSION 
AT RETIREMENT 
(3 thousands) 


$42 


and not another, leading to correspondence being 
mailed to the wrong address. The new single data 
base allows us to store all information about each 
member in one place, eliminating duplicated and 
conflicting data. 

In addition, we now electronically store an 
image of members’ correspondence or certificates 
on our computer, which means that most informa- 
tion relevant to a member’s inquiry is now on line 
and readily accessible. When we want to review a 
member’s letter or application, we can instantly call 
up a copy on our computer screen. This step alone 
has shortened the time it takes to serve our mem- 
bers. Inthe past, we had to request the member's file 
fromacentrallocation, perhaps receiving it the next 
day. And only one person at a time could have the 
file; now all staff who need access to the information 
can see it at the same time. 

Finally, we developed new computer software 
to determine eligibility and to calculate benefits; 
many of these tasks were performed manually in 
the past. This “intelligent” computer system has 
been programmed to capture the plan rules, ensur- 
ing consistent and accurate benefits for all 
members. 

The latest pension estimates and retirement 
statements were the first tangible output of the 
new system. Members now receive customized 
letters about their benefits instead of form letters. 
In 1994, we will continue to upgrade the applica- 
tions of the new pension administration system. 
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PENSION INFLATION INCREASES 
(effective January 1) 


6% 


The 30,000 teachers who applied have until the 


end of 1994 to complete payments. 


Effect of the social contract 

Many teachers contacted us in 1993 to find out 
what impact the government’s social contract 
might have on their future pension benefits. We 
prepared special pension estimates for various 
boards of education and in some cases dispatched 
staff to brief them. 

The three-year salary freeze under the social 
contract will affect the benefits of members 
expecting to retire in the next eight years. The 
average of the best five years’ salary is one of the 
factors used to determine the annual pension; 
teachers normally earn their highest salary just 
before retirement. However, the salary freeze 
should not have as much impact as it would have 
previously because wages and salaries in Ontario 
are expected to remain relatively stable during a 
period of economic weakness, fiscal restraint and 
low inflation. 

We anticipate an increase in pension applica- 
tions during 1994 as a direct result of early retire- 
ment incentives offered by school boards under the 
social contract. Currently, about 4,500 teachers 
have already reached the 90 factor and are eligible 
for an unreduced pension. 


Credited service buy-back program 
In last year’s annual report, we discussed the 
tremendous response by teachers to a program 
permitting them to buy credited service for time 
away from the classroom prior to 1992. The 30,000 
teachers who applied have until the end of 1994 to 
complete payments. 

In 1993, Revenue Canada ruled that purchases 
of credit for breaks in service, teaching outside 


About 4,500 teachers have already reached the 


90 factor and are eligible for an unreduced 


pension. 

CUSTOMER SERVICE EXPENSES 
(3 millions) 1993 1992 
Salaries and benefits $12.1 $12.6 
Premises and equipment fet 5.3 
Professional consulting services 2.3 2.8 
Communication and travel 1.3 1.8 
Stationery and supplies 0.3 0.4 
All other 0.5 0.4 

$24.2 $23.3 


INVESTMENT EXPENSES 


(3 millions) 1993 1992 
Salaries and benefits $ 7.0 $ 5.0 
Investment management fees 5.7 4.4 
Custodial and banking fees 3.1 220) 
Premises and equipment 2.0 © 
Professional consulting services 0.8 0.9 
Publications and regulatory fees 0.6 0.4 
Communication and travel 0.5 0.3 
All other 0.4 0.2 

$20.1 $14.2 


Canada or employment in business and industry 
were ineligible under the Income Tax Act. This 
would have reduced the opportunities for many 
teachers to buy past pension credits approved 
before 1992. We contested the ruling as we 
believed exceptions allowed until now should 
remain in effect until 1994. Following extensive 
discussions, Revenue Canada agreed to allow the 
purchases to continue until the end of 1994. 


Rights of occasional teachers 

For some time, we have disputed the right of occa- 
sional teachers to purchase. pension credits for 
breaks in service. However, our position has not 
been supported by the courts, and in February, 
1994 the Supreme Court of Canada refused to hear 
our appeal of lower court rulings. As a result, we 
are now preparing a special program to facilitate 
the processing of applications by eligible supply 
teachers. This program will be implemented 
during 1994. The potential cost of these additional 
benefits has not been taken into account in deter- 
mining contribution rates. 


OPERATING COSTS 

The teachers’ pension board is one of the few 
pension administrators that provides services 
directly to its members rather than through their 
employers. This means that the cost of providing 
this service is paid by the pension plan and not by 
school boards or the provincial government. 

Our operating costs derive from two core busi- 
nesses — the provision of customer services and the 
management of investments. Overhead costs are 
apportioned between these principal activities. 
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One objective in 1993 was to stabilize customer 
service costs. On the other hand, we knew that as 
investment activities continued to expand, related 
expenses would continue to increase. On a com- 
bined basis, operating costs rose by 18 percent in 
1993 to $44.3 million, compared with $37.5 million 
in 1992. 

Costs relating to customer services were 
$24.2 million, compared with $23.3 million in 1992 
fora3.9 percent increase. Depreciation on the new 
pension administration computer system rose, as 
did our office rent at the mid-term of a 10-year 
lease. These two items accounted for the bulk of 
the increase. Ona per member basis, customer ser- 
vices costs were $118 in 1993, compared with 
$115 in 1992. 

Costs associated with investments rose as 
expected by $5.9 million or 41.5 percent to $20.1 
million in 1993 from $14.2 million the previous 
year. Contributing to the increase were the costs 
of continued asset diversification into equities, 
including expenses for external fund managers, 
custodial services, and additional staff specialists. 
These cost components are listed in the table on 
the previous page. 

A standard cost measure in the investment com- 
munity is to relate investment expenses to the value 
of assets being managed. In 1993, our investment 
costs were 6.6 cents for each $100 of assets, com- 
pared to 5.7 cents in 1992. The 1992 average cost of 
investment services among the major North Ameri- 
can pension funds was close to 16 cents per $100 of 
assets. Canadian pension funds averaged 31 cents, 
whereas equity mutual funds cost about $2.00. 


Total investment costs will continue to rise as 
the asset mix is diversified further into equities. 
Equities are more expensive to manage than fixed- 
income securities but generate higher long-term 
returns, therefore, justifying the higher costs. We 
forecast that investment expenses will represent 
about 8 cents of every $100 of assets in 1994. 


OUTLOOK 

The plan’s asset mix will reach the target of two- 
thirds equities and one-third fixed-income securi- 
ties before the end of 1995. As we increase the 
proportion of equities in the portfolio, we should 
get higher rates of return over the long term, but 
greater fluctuations from year to year. In 1993, 
stock markets rose to record highs, producing 
exceptional returns. Many observers expect North 
American markets to experience a correction in 
the next year or two. Should this occur, equity 
returns will be less robust. 

In terms of customer services, we want to make 
sure that the teachers’ pension plan is among the 
most modern and efficiently managed funds in the 
world. Our commitment to quality service will be 
more evident in 1994 as the new pension adminis- 
tration system fulfills its potential. 


Claude Lamoureux 


President and Chief Executive Officer March 24, 1994 


Al Orlando, Head of Science, teaches chemistry 


at St. Joseph-Scollard Hall in North Bay. 


MANAGEMENT DISCUSSION AND 


This section of the Annual Report offers a detailed 
discussion of financial material to assist stake- 
holders in viewing the pension plan’s performance 
and financial position through the eyes of 


management. 


ECONOMIC PERSPECTIVE 

Economic growth and falling interest rates set the 
stage for generally strong global investment mar- 
kets in 1993. Lower inflation allowed interest rates 
to decline and bond prices to rise in Canada and 
other major markets. With 54 percent of our 
investments in fixed-income securities, we benefit- 
ted from this experience. At the same time, rising 
stock markets in Canada, the United States and 
overseas enhanced equity values, which at year end 
represented 46 percent of our total investments. 

Four national or regional economies were rele- 
vant to our performance — Canada, where we have 
most of our assets invested, the United States, 
Europe and the Far East. 

Canada’s economy grew by 2.4 percent in 1993, 
more than triple the 1992 pace, with inflation 
remaining low at 1.7 percent. Higher export sales 
and business investment spending spurred gross 
domestic product growth, although high unem- 
ployment, high government deficits, and slow 
income growth were concerns. 

The U.S. economy continued to expand, rising 
by 2.8 percent following a 2.6 percent improve- 
ment in 1992. Low interest rates, higher consumer 
spending and higher business investment fuelled 
the growth. Inflation eased to 2.7 percent, reflect- 


ing weak prices for oil and other commodities. 


In Europe, the United Kingdom emerged from 
two years of recession to post 2.0 percent growth. 
However, the German, French and _ Italian 
economies entered a recession after several years 
of anemic growth. The mixed performance in 
Europe was accompanied by lower inflation 
brought on by high unemployment and slower wage 
increases. 

In the Far East, the Japanese economy slid into 
recession after four years of slowing growth, a 
belated response to the collapse of the investment 
and stock speculation boom in the late 1980s. The 
current recession was triggered by falling invest- 
ment and industrial production. Other Far East 
economies, such as Singapore, Thailand, Malaysia 
and Hong Kong, continued to grow rapidly. 


INVESTMENT POLICY 

The pension board manages the plan’s investments 
to earn the best possible rate of return so that 
increases in contribution rates are avoided and 
members receive the retirement benefits promised. 
Our investment policy is expressed in a document 
entitled Statement of Investment Policy and 
Goals. The document is reviewed annually by the 
board of directors and filed with the Pension Com- 
mission of Ontario. 


Investment goal and asset mix 

Our objective is to earn an annual rate of return of 
4.5 percent above inflation on a four-year moving 
average. This objective assumes an asset mix of 


The pension board manages the plan’s invest- 


ments to earn the best possible rate of return so 


that increases in contribution rates are avoided. 


1993 ASSET MIx 


(3 billions at December 31,1993) 


Real Estate $ 0.6 
Private Placements 0.2 
Non-North American Equities 4.4 
U.S. Equities 2.6 
Canadian Equities WES 


Index-linked Bonds & Mortgages 0.6 


Bonds 0.6 
Money Market Securities 1.3 
Ontario Debentures iS),77 
Total $ 33.3 


two-thirds equities and one-third fixed-income 
securities. Our studies show that such a portfolio 
has a high probability of keeping the fund ina sound 
financial position over the long term — and the long 
term is our investment focus. 

At the end of 1993, equities represented 
46 percent of the asset mix, compared with 
26 percent in 1992. We expect to reach the two- 
thirds equities/one-third fixed income asset mix 
target before the end of 1995. 

To meet the plan’s performance and diversifica- 
tion targets, we invest in a wide range of assets, 
principally stocks and bonds. Our investment 


universe is global. 


Risk management 

The pension plan faces several risks because of 
its structure and because of investment market 
realities. 

For example, at the start of 1990, the plan was 
acutely exposed to inflation when non-marketable 
Ontario debentures were the only assets. Inflation 
promotes higher interest rates, which reduce the 
market values of such fixed-income securities. 
While inflation has abated in the past three years, 
it remains a serious long-term risk because the 
pension benefits paid to teachers are indexed for 
cost-of-living changes. Managing this risk is an 
important priority, especially as the debentures 
continue to dominate the plan’s assets and will 
mature over the next 18 years. 

The plan faces risks associated with our strategy 


of diversifying into equities. One, of course, is the 


ie) 


inherent volatility of stock markets. New peaks 
were achieved by many leading markets in 1993 
and corrections are inevitable, as are occasional 
negative returns. The historic long-term perfor- 
mance of corporate shares, however, outweighs 
the risks of short-term cycles. 

Another challenge for the teachers’ pension 
plan is that we have about $2.6 billion of new funds 
available annually for equity purchases. The Cana- 
dian stock market is our primary venue. However, 
it is quite small, representing only three percent of 
global markets. A further market restraint is the 
fact that the shares of most leading Canadian cor- 
porations are closely owned, which means a limited 
number of shares is available to the public. This 
causes difficulties for large investors seeking 
equity opportunities. 

How we manage these risks is discussed in the 
remainder of this subsection. 


Matching assets to liabilities 
Teachers’ pensions are linked to the Consumer 
Price Index to a maximum inflation adjustment of 
eight percent in a single year, with any excess 
carried forward. Consequently, our investment 
policy must meet our obligations. 

We attempt to match long-term liabilities with 
suitable long-term assets. Our investment time 
frame spans several decades. During that time, 
unanticipated inflation can be expected to recur, 
reducing the value of assets available to meet 
future pension commitments. To offset the risk 
of liabilities rising and asset values declining, we 


invest part of new funds in assets that historically 


have responded well to unanticipated inflation, 
such as real-rate bonds, index-linked mortgages, 
and income-producing real estate properties. 


The use of derivatives 

Without derivatives, the plan’s assets would have 
high exposure to interest rate volatility because 
of the dominance of the large debenture 
portfolio. A one percent increase in long-term 
interest rates would decrease the market value of 
these debentures by 7 percent on average. It is 
essential, therefore, to reduce our exposure to 
interest rate fluctuations. 

The huge global market for derivatives enables 
us to do that. We exchange the fixed-rate interest 
income from debentures for floating-rate income, 
using interest rate swaps. This floating-rate income 
is then exchanged for equity income using equity 
swaps. 

By year end, our use of derivatives had reduced 
the impact of a one percent increase in interest 
rates to a 5.9 percent decrease in debenture 
values. 


Diversifying into equities 

Derivatives are an efficient and cost-effective 
way to shift the asset mix into equities without 
waiting for the non-marketable debentures to 
mature. There is no capital risk because we retain 
ownership of the underlying debentures; we 
swap only the interest from the debentures, not 
the principal. 


School 


‘or 


Warren Snyder, Parkfiet 


This accelerated expansion into equities 
through derivative securities enhances the plan’s 
long-term returns, increasing the security of future 
pension benefits. This is important because teach- 
ers, who typically retire at age 58, live on pension 
for an average of 25 years. 

Approximately 26 percent of our $14.5 billion 
equity portfolio was in the form of swaps compared 
with about 11 percent of the $6.5 billion equity 
portfolio in 1992. 

For further details on our investments in deriv- 
ative contracts, please see note 2 on page 43 of the 
financial statements. 


Managing cash flow 

We receive substantial cash on a continuing basis 
from investment income as well as from the con- 
tributions of plan members and the government. 
Net of pension payments and operating costs, we 
had a positive net cash flow of $2.6 billion available 
for investments in 1993. Our policy is to maintain 
approximately two percent of assets in highly 
liquid investments for transactions. 

Our goal is to put cash flow to productive use as 
quickly as possible. With equity investment our 
most urgent asset mix priority, we have empha- 
sized the buying of shares in companies included 
in leading stock indices, such as the TSE 300 on 
the Toronto Stock Exchange, the S&P 500 on the 
New York Stock Exchange, and the international 
index known as EAFE (Europe, Australia and the 
Far East). Buying index funds is an efficient way 


to enter stock markets by acquiring large and bal- 


anced portfolios of shares in corporations that are 
established in a wide spectrum of industries and 
economic regions. 

We also select the shares of individual Canadian 
and overseas companies for active management. 
Based on extensive research, we identify under- 
valued companies that should produce above- 
average long-term rates of return. 

By the end of 1993, the equity portfolio included 
$10.6 billion in index funds, compared with $4. 1 bil- 
lion a year earlier, and $3.7 billion in actively man- 
aged stocks, compared with $2.2 billion in 1992. 

Actively managed equities also include owner- 
ship of income-producing real estate, such as 
shopping centres and office properties, and invest- 
ments in privately owned business enterprises. 
These two categories should also generate above- 
average returns over the long term, although 
together they represent less than 3 percent of total 
investments at $0.8 billion. 


Diversifying into other fixed-income 
securities 

We have also diversified fixed-income investments 
from the original portfolio of non-marketable 
debentures into government bonds, index-linked 
bonds and mortgages, treasury bills and other 
money market instruments, in addition to interest- 
rate bearing derivative contracts. These active 
and tradable investments totalled $2.5 billion at 
year end. 


Teachers, who typically retire at age 58, live on 


pension for an average of 25 years. 


RATES OF RETURN By ASSET CLASS 


(%) 1993 1992 
Ontario debentures 20.6 11.0 
Money market securities 5.9 Weil 
Canadian bonds 141 10.5 
Mortgages 19.0 10.0 
Canadian equities 28.6 (2.5) 
U.S. equities 13.4 18.8 
Non-North American equities 40.7 7.6 
Private placements 34.5 8.1 

Real estate (0.8) 2.6 
Total portfolio 21.7 8.9 


RATES OF RETURN COMPARED TO BENCHMARK 
a EE ae a Mee lee aa 


(%) 1993 Benchmark 
Ontario debentures 20.6 17.1 

Money market securities 5.9 55) 
Canadian bonds 14.1 Hliifaal 

Mortgages 19.0 6.2 
Canadian equities 28.6 32.6 
U.S. equities 13.4 14.7 
Non-North American equities 40.7 37.9 
Private placements 34.5 34.6 
Real estate (0.8) (6:3) 
Total portfolio ; 21.7 21.5 


Diversifying into global markets 

Part of our risk management involves diversifica- 
tion of the asset base from total dependency on the 
Canadian economy to take advantage of different 
regional economies throughout the world. Being 
exposed to several economies reduces portfolio 
volatility. 


INVESTMENT PERFORMANCE 

The board of directors approves annual bench- 
marks for each portfolio and measures year-end 
results against these external targets. The perfor- 
mance of our portfolios relative to benchmarks is 
shown on this page. 

On a market-value basis, the pension plan 
registered a 21.7 percent rate of return in 1993. 
This compared with the weighted benchmark 
return of 21.5 percent. 

After removing the effects of inflation, the real 
rate of return in 1993 was 20 percent. On a four- 
year basis, the plan’s performance of 13.8 percent 
exceeded the rate of inflation by 10.7 percent. This 
compares favourably with our goal of exceeding 
inflation by 4.5 percent on a four-year moving 
average, and with the four-year benchmark rate of 
return of 7.6 percent. 


EQUITY INVESTMENTS 

Investments in equities, including the impact of 
derivative contracts, totalled $15.1 billion, or 46 
percent of all investments in 1993, compared with 
$6.9 billion, or 26 percent of allinvestments, in 1992. 


EQUITY PORTFOLIO 
(at December 31,1993) 


;—— Private Placements 1.6% 
Real Estate 4.0% 
, U.S. Equities 17.0% 


Non-North American Equities 28.9% 


Canadian Equities 48.5% 
CANADIAN EQUITIES 
BY SECTOR 
(at December 31,1993) 
Management Companies 5.6% 
Communications and Media 5.8% 
= Gold and Silver 9.1% 
—— Consumer Products 8.0% 
> — aan Metals and Minerals 7.2% 
Pa Industrial Products 11.2% 
— Oil and Gas 9.8% 
Financial Services 16.8% 
| Pipelines and Utilities 14.4% 
Other 12.1% 


The Canadian equity portfolio grew from $3.2 


billion in 1992 to $7.3 billion in 1998. 


The rate of return on total equities was 27.8 
percent in 1993, compared with the benchmark 
return of 25.7 percent in 1993. 


Canadian equities 

The Canadian equity portfolio grew from $3.2 
billion in 1992 to $7.3 billion in 1993, representing 
22 percent of total investments. The growth 
reflected $3 billion of new investments and $1.1 
billion in market appreciation. 

Our Canadian equity portfolio achieved a rate 
of return of 28.6 percent in 1993. The TSE 300 
index registered a 32.6 percent gain in 1993. Our 
weaker performance reflected an underweighting 
of gold and energy stocks, which drove the TSE 
index to record levels. 


U.S. equities 

In 1993, we completed the program started in the 
previous year of divesting direct ownership of U.S. 
stocks and acquiring swap positions in the Stan- 
dard & Poor 500 index. This conversion increased 
our effective U.S. equity exposure to 7.8 percent 
of total investments at the end of 1993, compared 
with 4.2 percent in 1992. The rate of return on this 
portfolio was 13.4 percent for 1993 compared with 
14.7 percent for the benchmark. 


Non-North American equities 

The international equity portfolio grew from $2.2 
billion in 1992 to more than $4.4 billion in 1993. 
Japanese equities represented 26 percent of this 
portfolio and United Kingdom 14 percent with 


Because our liabilities are indexed for cost-of- 


living increases, future inflation is a serious 


concern, 


NON-NORTH AMERICAN 
EQUITIES BY COUNTRY 
(at December 31,1993) 


Australia 
Hong Kong 
Netherlands 
France 


United Kingdom 


Japan 


Other 


5.5% 


9.0% 


6.4% 


8.1% 


14.1% 


26.1% 


30.8% 


Hong Kong equities comprising 9 percent. More 
than half of this portfolio is invested in index funds 
with the remainder under active management. 

Our non-North American portfolio earned a 40.7 
percent rate of return in 1993, compared with 37.9 
for the benchmark. The EAFE index, which con- 
sists of 1,800 stocks in 22 countries, moved ahead 
38 percent in 1993 as European and Japanese 
investors reacted to lower interest rates as well as 
anticipated improvements in the global economy 
and corporate earnings in 1994 and 1995. We out- 
performed the EAFE index due to the superior 
returns earned by our actively-managed inter- 
national equities. 


Real estate 

Because our liabilities are indexed for cost-of- 
living increases, future inflation is a serious 
concern. Ownership of real estate properties helps 
to provide a long-term hedge against inflation. Our 
strategy is to buy a co-ownership position, usually 
50 percent, in quality properties. The free fall of 
Canadian property values since 1990 presented 
timely opportunities to acquire Class A shopping 
centres and office properties. 

We entered the market in October 1991 and 
have assembled a $608 million portfolio of nine 
regional shopping centres in British Columbia, 
Alberta, Saskatchewan and Ontario; three office 
towers in downtown Vancouver and a twin-build- 
ing office complex in downtown Toronto; and a few 
industrial properties in mature business parks. 
Four shopping centres were acquired in 1993 and 


a fifth in early 1994. The portfolio’s five million 


square feet of leasable area is almost fully 
occupied. 

By the end of 1993, real estate generated annu- 
alized cash flow of $47 million, compared with $29 
million a year earlier. The market value of these 
assets fell by 6.1 percent during 1993 as property 
values continued to decline. We believe the values 
of shopping centres have bottomed and office 
properties are stabilizing. 

The rate of return on our real estate holdings 
for 1993 was a negative 0.8 percent. We outper- 
formed the Russell Canadian Property Index, 
which fell 5.3 percent in 1993, because we have 
been emphasizing the acquisition of shopping 
centres rather than office properties. We expect 
our portfolio to perform well over the next 10 to 
15 years as commercial real estate enters its next 
growth cycle. 

At the end of 1993, 1.8 percent of total invest- 
ments were real estate properties. Our asset mix 
policy allows for property ownership to represent 
up to 10 percent of total assets. 


Private placement equities 

Our private placement portfolio is one of Canada’s 
largest active pools in assisting growth companies 
to fulfill their potential in terms of financial stabil- 
ity, product development, competitive market 
share, and job creation. 

We invest in established companies, not start- 
up ventures, and look for businesses that have 
proven operations with significant management 
ownership. We prefer firms that produce value- 


added products and services, are market share 
leaders, have a low threat of product or service 
substitution, and can sustain competitive 
advantages. 

Recent investments include Brights Wines, 
Canada’s largest winery, which merged with the 
Cartier & Inniskillin Vintners late in 1993; Alliance 
Communications Corporation, a producer and dis- 
tributor of Canadian feature films and TV series; 
McDonnell Douglas Information Systems Group; 
the consumer products division of British Petro- 
leum in the U.K.; and Pelmorex Communications 
Inc., which established the Weather Network. 
Alliance Communications and two firms acquired 
in 1992, White Rose Crafts & Nurseries and ATS 
Automation Tooling Systems Inc. (a producer of 
automated manufacturing systems), became 
public companies in 1993. 

Our strategic relationships with merchant 
banks, brokerage houses, and managed funds in 
Canada, the United States and Europe also enable 
us to invest in growth businesses on a pooled basis 
with other institutions. 

At the end of 1993, we had invested $240 million 
in this portfolio, representing 0.7 percent of total 
investments. The 34.5 percent rate of return was 
up substantially as we realized returns from public 
issues in some investments. Our objective for 
private investments is to excéed the performance 
of the TSE 300 index by two percent. 


FIXED INCOME INVESTMENTS 
Investments in fixed-income securities, including 
derivative contracts, were $18.1 billion, or 54 


We invest in established companies, not 


Start-up ventures. 


ONTARIO DEBENTURES* (at December 31, 1993) 
A A OE OAT 


Interest 


Market Value 


Maturity date ; Rate (%) ($ billions) 
1994-1998 7T%—-17% $1.4 
1999-2003 8%—-14% $4.7 
2004—2008 10%-16% $8.3 
2009-2012 10%-12% $4.9 


“Excludes derivative contracts. 


percent of total investments at the end of 1993. 
This compared with $19.5 billion, or 74 percent of 
total investments, a year earlier. 

The rate of return on fixed-income investments 
in 1993 was 19.4 percent. The benchmark for the 
Province of Ontario debentures and the mar- 
ketable bonds is the Scotia McLeod Canada bond 
index. The return of this index was 17.1 percent in 
1993. Over the four years from 1990 to 1993, the 
fixed income annual rate of return has averaged 
13.8 percent, compared with the benchmark of 
13.6 percent. 


Non-marketable debentures 

At $15.7 billion, Ontario debentures were 47 
percent of total investments, compared with 65 
percent share a year earlier. The reduction 
reflected maturing debentures and the use of 
derivative contracts, offset by an appreciation in 
market values. In 1993, $239 million of debentures 
matured, compared with $498 million in the 
prior year. 

While the debentures cannot be sold, we 
determine their market value by discounting their 
future cash flow at the yield that could be 
obtained from comparable Ontario bonds. Within 
the next 10 years, 31 percent of the debentures 
will mature, leaving a large exposure to fluctua- 
tions in long-term interest rates. As discussed 
earlier, we minimize risk by converting fixed-rate 
interest coupons into floating-rate contracts and 
equity equivalents. 

The 1993 rate of return on the debenture port- 


Karen Ann McArthur helps senior students 
with research in the library at St. Joseph- 


Scollard Hall, North Bay. 


FIXED INCOME PORTFOLIO 
(at December 31,1993) 


Index-linked Bonds 
and Mortgages 3.0% 


Marketable Bonds 3.5% 
Money Market Securities 7.0% 


Non-marketable Debentures 86.5% 


folio was 20.6 percent. The annual rate of return 
averaged 14 percent over the past four years. 


Marketable bonds 

Marketable bonds totalled $634 million, compared 
with $586 million in 1992. The bond portfolio, 
which represents approximately 2.0 percent of 
total investments, consists largely of Government 
of Canada bonds, although we diversified into 
foreign government bonds in 1993. 

For 1993, the rate of return for the marketable 
bond portfolio was 14.1 percent. Our marketable 
bond portfolio underperformed the Scotia McLeod 
Canada bond index. 


Real-rate bonds and index-linked mortgages 
The plan owned $448 million of real-rate Canada 
bonds, with a real rate of return of 4.75 percent, 
and $100 million of index-linked mortgages. The 
return on this asset class was 19 percent in 1993. 
These investments are completely risk free in 
respect of inflation. 


Money market securities 

At year end, money market securities totalled $1.3 
billion, the same level as in 1992. Approximately 
three-quarters of these securities are Canadian 
treasury bills, with the remainder invested in Cana- 
dian and U.S. bank deposits. The return on this 
portfolio was 5.9 percent for 1993. 


INCREASE IN NET ASSETS 
The plan began 1993 with net assets available for 


benefits of $27.8 billion. During the year, net 
assets increased by $5.9 billion to $33.7 billion at 
year end. In 1993, $2.6 billion of new money was 


available for investment, compared with $2.9 

billion in 1992. These funds came from two 

principal sources: 

e Realized investment income, which totalled 
$1.9 billion in 1993, the same as in 1992. 

e The contributions of plan members and the 
Ontario government. These totalled $1.4 billion, 
compared with $1.9 billion a year earlier. 
Regular contributions increased by 1.7 percent, 
reflecting the higher salaries being received by 
members, a change of part-time teachers to full- 
time positions, and settlement of pay equity 
agreements by a number of employers. 

Since 1990, the government has also made 
special payments toward the eventual elimination 
of the plan’s unfunded liability. This is discussed in 
the following section on Funding Valuations. The 
government made $342 million in special payments 
in 1993; however, these were returned to the gov- 
ernment at the end of the year with interest as part 
of the social contract agreement between the OTF 
and the government. The government is scheduled 
to restart the special payments in August 1996. 

Three principal categories of expenditures were 
incurred: 

e Payments to pensioners, which increased to 
$973 million, compared with $893 million in 
1992. The increase included a 2.1 percent cost- 
of-living adjustment. During the year, 3,300 
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teachers retired, bringing to 43,400 the number 
of pensioners and their survivors receiving 
benefits. 

e Refunds of contributions and the transfer of 
benefits to and from other pension plans, rep- 
resenting a net outflow of $2 million, compared 
with a net inflow of $9 million a year earlier. 

e The operating expenses of the board rose to 
$44.3 million from $37.5 million in 1992. Costs 
associated with customer services represented 
$24.2 million, a 4 percent increase from the 
prior year. Investment expenses totalled $20.1 
million as we continued to hire investment 
specialists and the volume of investment trans- 
actions escalated, generating increased pay- 
ments for external management and custodial 
services. 


ACTUARIAL VALUATIONS 

Two different valuations are important to deter- 
mining the accrued pension benefits and funding 
requirements of the teachers’ pension plan — the 
annual “best estimate” valuation and the periodic 
funding valuation. 


Best estimate valuation 

The annual “best estimate” valuation compares 
the plan’s assets with the accrued benefits earned 
by members at the latest year end. This valuation 
is prepared by William M. Mercer Limited, an 
independent actuarial firm, using management’s 


best estimate assumptions of future salary esca- 
lation rates, inflation rates, investment rates of 
return, and other non-economic factors. The 
following table illustrates key long-term economic 
assumptions, and how they changed from the 
1992 to 1993 year ends. 

( at December 31) 1993 1992 


Rates of return on investment 


Until 2000 8.75% 9.50% 
Thereafter 8.75% 9.00% 
Salary escalation rates 5.00% 5.25% 
Inflation rates 4.00% 4.25% 


At December 31,1993, the plan’s best estimate defi- 
ciency was $3.2 billion, or 9.5 percent of accrued 
pension benefits. This compared with a deficiency 
of $3.4 billion, or 11.1 percent of accrued pension 
benefits, a year earlier. The reduction in the plan’s 
deficiency during 1993 was due mainly to positive 
investment returns. 


Funding valuations 

The Pension Benefits Act requires a periodic 
funding valuation at least every three years to 
ensure that the plan will have sufficient funds to 
pay pension benefits as they come due. 

The initial valuation on January 1, 1990 dis- 
closed a deficiency of $7.8 billion. The province 
agreed to pay this amount ina series of special pay- 
ments by 2030. In the years 1990, 1991 and 1992, 
the plan received $895 million in special payments 
from the province. 

On January 1, 1993, a valuation was prepared 


by William M. Mercer, taking into account current 
economic realities and revised assumptions about 
the future, such as lower interest and inflation 
rates. The following table shows the key economic 
assumptions and how they have changed during 
the intervening three years. 


(at January 1) 1993 1990 
Rates of return on investment 8.00% 8.50% 
Salary escalation rates 
1993 and 1994 2.00% 5.75% 
Thereafter 5.00% 5.75% 
Inflation rates 
1993 and 1994 2.00% 4.50% 
Thereafter 4.00% 450% 


Because of the changes in the economic 
assumptions and experience gains realized in the 
years 1990 to 1992, the January 1, 1993 valuation 
revealed that the plan had an actuarial gain of $1.5 
billion over this period. Under an agreement 
between the province and the Ontario Teachers’ 
Federation, the province will use $1.2 billion of the 
gain by applying this amount to its special pay- 
ments due during the period from January 1993 to 
July 1996. The remaining $325 million will reduce 
other scheduled payments from the province in 
1994 and 1995. 

The province will recommence making special 
contributions in August 1996. The deficiency will 
rise to an estimated peak of $13.8 billion by 2013, 
before declining and being eliminated as originally 
scheduled by 2030. The increase in the dollar value 
of the deficiency will be substantially less than the 
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expected growth in liabilities and members’ payroll 
over the next 20 years. The deficiency, even in the 
peak year of 2013, will be a lower percentage of 
both total liabilities and members’ payroll than is 
the case today. 


Reconciling the best estimate and funding 
valuations 

There are fundamental differences between the 
best estimate and funding valuations. The best 
estimate valuation, for example, does not take into 
consideration future benefits and contributions 
whereas the funding valuation does. The other sig- 
nificant difference is evident in the estimate of the 
rate of return that the plan will earn on its invest- 
ments. The best estimate valuation assumes an 
8.75% long-term rate of return compared with 
8.00% under the funding valuation which is inher- 
ently more conservative. 

The deficiencies estimated by the best estimate 
and funding valuations are only projections. They 
will change based on both the plan’s experience 
and the response of assumptions to future events. 
The valuations provide two perspectives of the 
plan’s long-term financial condition so that appro- 
priate adjustments can be made to ensure that 
investment income and contributions provide the 
retirement income expected. 


NALYSIS 


PRESENT VALUE OF THE GOVERNMENT'S 
SPECIAL PAYMENTS 
(3 billions) 
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Equity investments should represent more than 


half of total assets by the end of 1994. 


OUTLOOK 

We anticipate renewed economic growth in North 
America during 1994, with slower recovery in 
Europe and Japan, and more rapid growth in devel- 
oping economies. 

The Canadian economy could grow by 3 to 3.5 
percent as employment improves and consumer 
income and spending both rise. Inflation should 
remain low at around 1.5 percent. The U.S. 
economy will likely expand by about 3 percent with 
inflation in the 2.5 to 3 percent range. In Europe, 
the U.K. should experience stronger growth, 
although continental economies are expected to 
remain sluggish. In the Far East, little or no growth 
is projected for Japan as both business investment 
and industrial production are expected to decline 
for the third consecutive year. 

With approximately $3 billion of new funds 
expected for investment in 1994, we will continue 
to pursue portfolio diversification in these markets 
and will examine the emerging economies in South 
America, Africa, the Mid East and the Far East, 
where projected growth is much stronger. 

Equity investments should represent more than 
half of total assets by the end of 1994. 

Derivative contracts will continue to be used to 
manage portfolio risk and facilitate the conversion 
of fixed-income returns into equity returns. 

Our long-range challenge remains one of invest- 
ing available funds effectively so that the portfolio 
can provide pensions to plan members at a rea- 
sonable cost. 
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MANAGEMENT RESPONSIBILITY FOR FINANCIAL REPORTING 


The financial statements of the Ontario Teachers’ 
Pension Plan have been prepared by management, 
which is responsible for the integrity and fairness 
of the data presented, including the many amounts 
which must of necessity be based on estimates and 
Judgements. The accounting policies followed in 
the preparation of these financial statements 
conform with generally accepted accounting prin- 
ciples. Financial information presented through- 
out this annual report is consistent with the 
financial statements. 

Systems of internal control and supporting 
procedures are maintained to provide assurance 
that transactions are authorized, assets are safe- 
guarded and proper records maintained. These 
controls include quality standards in hiring and 
training of employees, a code of conduct, the estab- 
lishment of an organizational structure that pro- 
vides a well defined division of responsibilities and 
accountability for performance, and the communi- 
cation of policies and guidelines through the 
organization. Internal controls are reviewed and 
evaluated by internal audit programs which are 
subject to scrutiny by the external auditors. 

Ultimate responsibility for the financial state- 
ments rests with the Board of Directors. The Board 
is assisted in its responsibilities by the Audit and 
Actuarial Committee, consisting of five directors 
who are not officers or employees of the Plan 
administrator. In addition, the committee reviews 
the recommendations of the internal and external 
Auditors for improvements in internal control and 
the action of management to implement such rec- 


ommendations. In carrying out its duties and 
responsibilities, the committee meets regularly 
with management and with both the external and 
internal auditors to review the scope and timing of 
their respective audits, to review their findings and 
to satisfy itself that their responsibilities have been 
properly discharged. This committee reviews the 
financial-statements and recommends them for 
approval by the Board. 

The Plan’s external auditors, Deloitte & Touche, 
have conducted an independent examination of 
the financial statements in accordance with gen- 
erally accepted auditing standards, performing 
such tests and other procedures as they consider 
necessary to express the opinion in their Report to 
the Administrator. The external auditors have full 
and unrestricted access to the Audit and Actuar- 
ial Committee to discuss their audit and related 
findings as to the integrity of the Plan’s financial 
reporting and the adequacy of internal control 
systems. 


CO Jarwenigs 


Claude Lamoureux 
President and 


Chief Executive Officer 
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Vice-President, Finance 


STATEMENT OF NET ASSETS AVAILABLE FOR BENEFITS AND 
ACCRUED PENSION BENEFITS AND DEFICIENCY 


as at December 31, 1993 


($ Millions) 1993 1992 
NET ASSETS AVAILABLE FOR BENEFITS 
Assets 
Investments (note 2) $33,270 $26,385 
Receivable from Province of Ontario (note 3) 1,362 ae 
Receivable from brokers ——— 43 
Cash 32 24 
Fixed assets 4 5 
34,668 27,780 
Liabilities 
Payable to Province of Ontario (note 6) 325 — 
Payable to brokers 605 Se 
Accounts payable and accrued liabilities 27 7 
: / 957 Ny: 
Net assets available for benefits 33,711 27,773 
Actuarial asset value adjustment (note 4) - (2,947) : (414) 
Actuarial value of net assets 
available for benefits $30,764 $27,359 
ACCRUED PENSION BENEFITS AND DEFICIENCY 
Accrued pension benefits $33,998 $30,781 
Deficiency (3,234) (3,422) 
Accrued pension benefits and deficiency _ $30,764 $27,359 


On behalf of the Board: 
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STATEMENT OF CHANGES IN NET ASSETS AVAILABLE 
FOR BENEFITS 


for the year ended December 31, 1993 


SS SESS 


($ Millions) 1993 1992 
Investment Operations 
Investment income (note 5) $ 5,907 $ 2,145 
Investment expenses (note 9) (20) (14) 
Net investment operations 5,887 ZSyE 
Customer Service Operations 
Contributions (note 7) 1,401 1,889 
Benefits (note 8) (1,001) (921) 
Customer service expenses (note 9) (24) (23) 
Net customer service operations 376 945 
Other | 
Distribution of actuarial gain (note 6) (325) — 
Increase in net assets 5,938 3,076 


Net assets available for benefits, 


beginning of year Cd beh 24,697 
Net assets available for benefits, 
end of year $33,711 $27,773 


STATEMENT OF CHANGES IN ACCRUED PENSION BENEFITS 


for the year ended December 31, 1993 
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($ Millions) 1993 1992 
Increase in Accrued Pension Benefits 
Interest accrued on benefits $ 2,943 $ 2,845 
Benefits earned 1,170 1,188 
Changes in actuarial assumptions (note 4) 733 606 
Increase in accrued pension benefits 4,846 4,639 
Decrease in Accrued Pension Benefits ; 
Benefits paid (note 8) 983 ~904 
Experience gains (note 4) 646 433 
Decrease in accrued pension benefits 1,629 1337 
Net increase in accrued pension benefits 3,217 3,302 
Accrued pension benefits, beginning of year 30,781 27,479 
Accrued pension benefits, end of year $33,998 $30,781 


STATEMENT OF CHANGES IN DEFICIENCY 


Sor the year ended December 31, 1993 
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($ Millions) 1993 1992 

Deficiency, beginning of year $(3,422). $(3,665) 
Net increase in net assets available for benefits 5,938 3,076 
Net increase in accrued pension benefits (3,217) (3,302) 
Change in actuarial asset value adjustment (note 4) (2,533) 469 

Deficiency, end of year $(3,234) $(3,422) 


NOTES TO FINANCIAL STATEMENTS 


for the year ended December 31, 1993 
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DESCRIPTION OF PLAN 

The following description of the Ontario Teachers’ Pension Plan (the Plan) is a summary 
only. For more complete information, reference should be made to the Teachers’ Pension 
Act (the Act) as amended. 


(a) General 

The Plan is a contributory defined benefit pension plan co-sponsored by the Province of 
Ontario (the Province) and Plan members. Contributions are made by active members 
of the Plan and matched by the Province and designated private schools and organiza- 
tions. The Plan is registered with the Pension Commission of Ontario (registration 
number C008450). 


(b) Funding 

Plan benefits are funded by contributions and investment earnings. The determination 
of the value of the benefits and required contributions is made on the basis of periodic 
actuarial valuations (see note 6). 


(c) Retirement pensions 

A retirement pension is available based on the number of years of credited service, best 
five-year average salary and age of the member at retirement. A member is eligible for 
a reduced retirement pension from age 55. An unreduced pension is available at age 65 
or at any age if the sum of a member's age and qualifying service equals 90. 


(d) Disability pensions 

A disability pension is available at any age to a disabled member with a minimum of 10 
years of credited service. The type of disability pension is determined by the extent of 
the disability. : 


(e) Death benefits 
Death benefits are available on the death of a member and may be available on the death 


of a pensioner. The benefit may take the form of a survivor pension, a lump sum payment 


or both. 


(f) Additional credited service 
Members can obtain additional credited service in the Plan for certain absences or trans- 
fers from other plans. 


~ (g) Withdrawals from the Plan 


Subject to the lock-in provisions, withdrawal refunds, transfers and commuted value 
transfers are available when a member ceases to be employed in education. 
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(Ch) Income taxes 


The Plan is a Registered Pension Plan as defined in the Income Tax Act and, conse- 
quently, is not subject to income taxes. The Plan’s registration number is 0345785. 


(Gi) Escalation of benefits 
Pension benefits are adjusted annually for inflation at 100 percent of the Consumer Price 
Index, subject to a limit of 8 percent in any one year with any excess carried forward. 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


(a) Basis of presentation 2 
These financial statements present the financial position and operations of the Plan and 
are prepared in accordance with generally accepted accounting principles. 


(b) Investments 
Investments are recorded as of the trade date and are stated at market value. 


Province of Ontario Debentures (the Debentures), which are not marketable, are stated 
at estimated market values calculated by discounting the Debenture cash flows based 
on year-end market yields of comparable securities. Money market securities are carried 
at amortized cost, which approximates market value. Publicly traded bonds and equity 
securities are valued at year-end market prices. Other investments for which market 
quotations are not available such as real estate, mortgages and private placements are 
valued on a current market yield or appraised basis. : 


Interest and dividend income has been accrued to the year-end date. 


The change in the difference between market value and the cost of investments at the 
beginning and end of each year represents the unrealized gain and is included in invest- 


24 


ment income. 


(c) Derivative Contracts 

Interest rate and foreign currency futures, options, swaps and debt to equity derivative 
contracts are recorded at market value with the resulting gain or loss being recognized . 
in unrealized investment income. ; 


Gains or losses on interest rate and foreign currency futures, options, swaps and debt 
to equity derivative contracts sold or closed out during the year are included in realized 
investment income. 
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(d) Accrued pension benefits 


Accrued pension benefits and changes therein during the year are based on an actuar- 
ial valuation prepared by William M. Mercer Limited, a firm of independent actuaries. 
The valuation is made as at the start of the year and then extrapolated to year end. It 
uses the projected benefit method prorated on service and management's best estimate 
of future economic events (see note 4). 


(e) Foreign currency translation 

Transactions denominated in foreign currencies are translated into Canadian dollars at 
the rates of exchange prevailing at the dates of the transactions. The market value of 
investments and cash balances denominated in foreign currencies are translated at the 
rates in effect at year end. The resulting gain or loss from changes in these rates is 
included in unrealized investment income. 


(f) Contributions and Benefits 
Contributions are recorded on the accrual basis except for special payments from the 
Province which are recorded in the year in which they are received (see note 6). 


Benefits are recorded on the accrual basis. 


2. INVESTMENTS 

The investment objectives of the Plan are to maximize investment returns and to protect 
the pension benefits of the Plan members. The strategy employed to achieve these objec- 
tives is to invest cash flow from contributions, maturing Debentures and investment 
returns into a diversified pool of assets such as Canadian and foreign equities, money 


_ market securities, government bonds and real estate. 


Until January 1, 1990, the Plan had been restricted to investing in non-marketable Deben- 
tures which must be held to maturity. The Plan’s investment in these Debentures, 
amounting to $19.4 billion (1992 — $17.9 billion), has interest rates and a maturity profile 
that exposes the Plan to significant market value fluctuations. To manage this exposure 
in a manner consistent with the investment objectives, the Plan has used interest rate, 
foreign currency and equity futures, and interest rate and equity swaps and options (col- 
lectively called the derivative contracts) during the year. These derivative contracts allow 
the Plan to retain the non-marketable Debentures while achieving its objectives of 
increasing asset diversification and reducing interest rate risk. Through these derivative 
contracts, the investment returns from the Debentures are exchanged for returns equiv- 
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alent to those which would be earned by investing directly in money market and equity 


securities, as described in note 2b. 


a) The schedule below summarizes the market value and cost of the Plan’s invest- 
ments as at December 31, 1993 and 1992: 


($ Millions) 1993 _ 1992 
Market Market 
Value Cost Value Cost 
Debentures $19,374 $15,130 $17,862 $15,438 
Money market securities 1,269 1,264 1,245 1,245 
Bonds 
Canadian 793 708 969 961 
Foreign 289 290 = —i 
Mortgages 100 98 73 AS 
21,825 17,490 20,149 IE ALL 
Equities 
Canadian 7,374 6,272 B.2ALt 3,310 
Foreign 3,463 2,391 2,568 2,330 
10,837 8,663 signe; (Oo 5,640 
Real estate 608 668 451] A70 
$33,270 $26,821 $26,385 $23,827 


Included above is accrued interest and dividends of $457 million (1992 — $493 million). 


b) The schedule below summarizes the “notional” principal amounts of the deriva- 
tive contracts outstanding at the year end. The principal amounts are termed notional 
because they are not usually exchanged themselves, but serve as the basis upon which 
the payments of returns and the market value of the contracts are determined. The main 
types of contracts used by the Plan are swaps and futures. 
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Notional Principal of Outstanding Derivative Contracts 
at December 31, 1993 and 1992: 
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($ Millions) 1993 1992 
Swap Contracts _ 
Fixed interest rate $(5,160) $(3,565) 
Floating interest rate 1,452 2,880 
Equity 3,708 685 
$ — $ —— 
Futures Contracts 
Interest rate : $(1,926) $(1,296) 
Equity oe 60 
Currency — 104 
$(1,926) $1,132) 
Options Contracts 
Interest rate $ 584 $ (155) 
Equity ~ (199) me 
$ 385 $. (155) 
i) Swap Contracts 
Under swap contracts, the Plan agrees to pay a fixed rate of interest on a notional 
principal amount of Debentures and in return, the Plan receives income based upon 
the yield of an equivalent notional amount of money market securities or equities. 
Swap contracts outstanding at December 31, 1993 have been used to convert the 
yield on a notional amount of Debentures of $5.2 billion (“fixed interest rate swaps”) 
into: 
i) the yield on a notional amount of $1.5 billion of money market securities (“float- 
ing interest rate swaps”), and 
ii) the return based on a notional amount of $3.7 billion of equity indices (“equity 
swaps”). 
ii) Futures Contracts 


Futures contracts are agreements either to buy or to sell notional amounts of money 
market securities, bonds, equity securities or foreign currencies at predetermined 
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future dates and prices. As a result of entering into these contracts, returns are 
generated that are equivalent to the gain or loss that would arise if the securities 
or foreign currencies had been bought or sold directly at the future-price. These 
contracts enable the Plan to change its exposure to the effects of changing inter- 
est rates on the Debentures, while retaining the Debentures themselves. 


Interest rate futures contracts have been entered into to sell a notional amount of 
$1.9 billion (1992 — $1.3 billion) of fixed income securities which, together with the 
investment in Debentures, provide the Plan with returns based on short term inter- 
est rates and reduce the Plan’s sensitivity to interest rate fluctuations. 


Option Contracts 

Option contracts are agreements in which the right, but not the obligation, is 
acquired by the option purchaser from the option writer either to buy or sell on or 
within a specified time, a predetermined amount ofa financial instrument at a stated 
price. 


Option contracts permit the Plan, in exchange for money received or paid (the 
premium), to modify the exposure to changing interest rates or stock prices above 
or below a predetermined level. The Plan uses option contracts to either enhance 
the rate of return or to protect the Plan from losses. 


c) The effective investment position of the Plan, after giving effect to the swap con- 


tracts on the Plan’s investments, is as follows at December 31, 1993 and 1992: 


Eee ee 


($ Millions) 1993 1992 
Effective Effective 
At Market Investment At Market Investment 
Value At Market Value At Market 
(per Note 2a) Value (per Note 2a) - Value 
Fixed income $21,825 $18,117 $20,149 $19,464 

Equities | 

Canadian 7,374 7,510 3,200? oe 
Foreign 3,463 7,035 - 2,568. 3,253 
Real estate 608 608 451. = 451 


$33,270 $33,270 $26,385 $26,385 
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3. RECEIVABLE FROM PROVINCE OF ONTARIO 


The receivable from the Province consists of required matching contributions and 


interest thereon. 
EN Big Et RE AE es Be ae a a el Se OP ads 7 Eee ae ta 


($ Millions) 1993 1992 
Contributions receivable : $1,248 $1,186 
Accrued interest 114 137 

$1,362 $1,323 


The receivable from the Province is expected to be collected as follows: $719 million in 
1994 and $643 million in 1995. 


4. ACCRUED PENSION BENEFITS 
a) The actuarial assumptions used in determining accrued pension benefits reflect 


management’s best estimate of expected long-term economic trends as follows: 
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1993 1992 

Rates of return on investment 
Until 2000 ‘= 8.75% 9.50% 
Thereafter : 8.75% 9.00% 
Salary escalation rates 5.00% 5.25% 
Inflation rates 4.00% 4.25% 


Changes to the actuarial assumptions increased the accrued pension benefits by $733 
million (1992 — $606 million) primarily as a result of decreasing the asset rate of return 
assumption. 


Experience gains of $646 million (1992 — $433 million) arose from differences between 
the actuarial assumptions and actual results during the current year and relate primar- 
ily to favourable experience for salary and inflation. 


b) The actuarial value of net assets available for benefits is determined by reference 
to long-term market trends consistent with assumptions underlying the valuation of 
accrued pension benefits. The adjustment represents the difference between the actual 
and management’s best estimate of return on the fund amortized over five years. Using 


_ this adjustment, market value remains the underlying basis for asset valuation, but fluc- 


tuations are averaged over a five year period. 


The year over year change in the actuarial asset value adjustment is reflected in the 
Statement of Changes in Deficiency. 
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5. INVESTMENT INCOME 
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($ Millions) 1993 1992 
a) Interest income 
Debentures $1,494 $1,701 
Money market securities 69 62 
Bonds : 
Canadian | : 66 48 
Foreign 3 4 
‘Mortgages 8 4 
1,640 1,819 
Dividend income ; 
Canadian equities 149 108 
Foreign equities 68 35 
217 143 
Real estate 43 : 18 
1,900 ; 1,980 
Gain on investments 4,007 165 
$5,907 $2,145 


Interest income from debentures is net of interest incurred on swap contracts (see 
Note 2 b i). The 1992 figures have been reclassified to conform with this presentation. 


Gain on investments for 1993 includes unrealized gains of $3,971 million (1992 - 
$206 million). 


b) Investment income by asset class, after giving effect to the derivative contracts and 
allocating the realized and unrealized gains, is as follows: 
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($ Millions) _ 1993 1992 
Fixed income $3,292, $1,959 
Canadian equities \ Al BBG (68) 
Foreign equities _ 1,288 254 | 
Real estate 2 a 


$5,907 $2,145 
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6. FUNDING POLICY 

Statutory actuarial valuations are prepared periodically in accordance with the Teach- 
ers’ Pension Act to determine the funding of the Plan. Active members are currently 
required to contribute 8.9 percent of their salaries to the Plan with matching contribu- 
tions from the Province and other employers. — 


The assumptions and actuarial methods used to determine statutory pension benefits 
are different than those used to calculate the amount disclosed in these financial 
statements. Due to its conservative approach, the statutory valuation results in a higher 
estimate of accrued pension benefits and deficiency. 


The initial statutory valuation of the Plan, prepared by William M. Mercer Limited as at 
January 1, 1990, disclosed a deficiency of $7.8 billion. This deficiency is the responsibil- 
ity of the Province and is being paid off with interest by a series of special payments over 
the 40 year period which commenced January 1, 1990. A-subsequent statutory valua- 
tion as at January 1, 1993, reflecting lower interest rates and inflation, disclosed an actu- 
arial gain of $1.5 billion over the three years since the initial valuation. The January 1, 
1993 valuation shows a deficiency of $6.9 billion, which is $1.5 billion lower than the $8.4 
billion that was expected. Under the Teachers’ Pension Act and by agreement with the 
Ontario Teachers’ Federation, the Province exercisedits right to apply the gain as follows: 


* Commencing January 1, 1993, $1.2 billion is to be applied to eliminate special pay- 
ments until August 1996; special payments received by the Plan in 1993, amounting 
to $342.4 million, were repaid to the Province along with interest of $10.2 million; and 


e $325 million is to be applied to reduce other scheduled payments from the Province 
to the Plan in 1994 and 1995. 


This means that the present value of the Province’s special payments is $7.2 billion ($8.4 
less $1.2 billion) as at January 1, 1993. Since no special payments will be made until 
August 1996, the deficiency will grow at the assumed rate of 8.0 percent until that date, 
at which point it will be $9.5 billion. Thereafter, the deficiency will continue to increase 
to the year 2013 to an estimated peak of $13.3 billion, since the special payments, which 
increase over time, will not cover the interest on the deficiency until that year. 


On August 19, 1993 the Province and the Ontario Teachers’ Federation agreed to share 
equally the actuarial gains and losses reflected in statutory valuations after January 1, 
1993. Originally, equal sharing was to be achieved by January 1, 1997. 


NOTES TO FINANCIAL STATEMENTS 


for the year ended December 31, 1993 


7. CONTRIBUTIONS 


($ Millions) 1993 1992 
Members ; 
Current service 16 $ GL. $ 606 
Optional credit 3 30 49 
Repayments of refunds 16 19 
663 674 
Province of Ontario 
Current service 608 598 
Optional credit ; 11 32 
Interest 84 101 
Special payments (note 6) — 438 
703 1,169 
Other employers 9 9 
Transfers from other pension plans 26 37 
$1,401 $1,889 
8. BENEFITS 
($ Millions) 199 eg oO? 
Retirement pensions $ 888 $ 812 
Disability pensions 24 23 
Death benefits 61 58 
Refunds 10 11 
| 983 904 
Transfers to other plans 18 = 1 bfe 
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9. ADMINISTRATIVE EXPENSES 


(a) Investment Expenses 


(3 Millions) 1993 1992 
Salaries and benefits $ 7.0 $5.0 
Investment management fees ak 4.4 
Custodial and banking fees 3.1 2.0 
Premises and equipment ~. 2.0 1.0 
Professional consulting services 0.8 0.9 
Publications and regulatory fees 0.6 0.4 
Communication and travel 0.5 0.3 
Audit fees 0.2 0.1 
All other 0.2 0.1 

$ 20.1 $ 14.2 


(b) Customer Service Expenses 


($ Millions) : 1993 1992 
Salaries and benefits $12.1 $ 12.6 
Premises and equipment Te DO 
Professional consulting services 2.3 2.8 
Communication and travel 1.3 1.8 
Stationery and supplies 0.3 0.4 
Board and committee remuneration 0.1 0.1 
Audit fees 0.2 0.1 

~ All other 0.2 0.2 
$ 24.2 S288 


NOTES TO FINANCIAL STATEMENTS 


for the year ended December 31, 1993 


(c) Management Compensation 


This table represents the base compensation and other incentive income earned in 1992 
and 1993 by the Chief Executive Officer and four other most highly compensated exec- 
utive officers. : 


Other Annual Long-term All Other 


Name and Year Salary Bonus -Compen- Incentive Compen- 
Principal Position sation Plan? sation® 
Claude Lamoureux 1993 $276,534 $127,900 $34,600! Se $751 
President and CEO 1992 262,905 112,000 34,600! _ 681 
Robert Bertram 1993 243,354 66,400 33,000? a 657 
Senior V.P. 1992 233,027 78,000 33,000? — 605 
Investments 

George Engman 1993 141,850 97,600 12,500? oo 390 
V.P. Research and 1992 JSS NSB 111,843 12,500? — Biol 
Development 

Patricia Murphy 1993 150,391 82,700 N/A — 406 
V.P. Fixed Income 1992 142,434 104,454 N/A — BY Aré 
Heather Hunter 1993 154,537 67,400 N/A — 425 
V.P. Equities 1992 146,804 83,475 N/A — 387 
Notes: 


(1) Mortgage assistance for relocation $25,000 per annum. Automobile allowance $9,600 per annum. 
(2) Mortgage assistance for relocation $25,000 per annum. Automobile allowance $8,000 per annum. 
(3) Reimbursement for forfeited external directorship. 


(4) Long-term incentive plans are in place for executive employees. No payouts will be made until 1996, 
at which time they will be reported. 


(5) Employer paid group term life insurance. 


10. PURCHASES OF OPTIONAL CREDIT 

(a) Prior to 1992 the Plan enabled members to purchase additional-credited service 
for a variety of reasons at a favourable cost to the teachers. Approximately 80,000 teach- 
ers applied by the December 31, 1991 deadline. 


These purchases must be paid in full by December 31, 1994. The financial statements 
and the actuarial valuation reflect only the purchases paid in full to December 31, 1993. 
There are a significant number of incomplete purchases. If all outstanding purchases are 
completed in full, the estimated increase in the Plan’s deficiency would be approximately 
$300 million. | 


(b) The Ontario courts ordered the Board to accept the applications of three occa- 
sional teachers to purchase credit for their breaks in service prior to December 31, 1991. 
The decision was upheld by the Supreme Court of Canada on February 3; 1994. The 
impact of this decision on the Plan cannot be determined at this time. 
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AUDITORS’ REPORT TO THE ADMINISTRATOR 


Deloitie & 
Touche 
AN 


We have audited the statement of net assets available for benefits and accrued pension 
benefits and deficiency of the Ontario Teachers’ Pension Plan as at December 31, 1993 
and the statements of changes in net assets available for benefits, changes in accrued 
pension benefits and changes in deficiency for the year then ended. These financial state- 
ments are the responsibility of the Plan’s administrator. Our responsibility is to express 
an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes 
examining, ona test basis, evidence supporting the amounts and disclosures in the finan- 
cial statements. An audit also includes assessing the accounting principles used and sig- 
nificant estimates made by management, as well as evaluating the overall financial 
statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the net 
assets available for benefits and accrued pension benefits and deficiency of the Plan as 
at December 31, 1993 and the changes in its net assets available for benefits, accrued 
pension benefits and deficiency for the year then ended in accordance with generally 
accepted accounting principles. 
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Chartered Accountants 
Toronto, Canada 
March 28, 1994 


ACTUARIES’ OPINION 


WILLIAM M. 
MERC 


LIMITED 


William M. Mercer Limited was retained by the Ontario Teachers’ Pension Plan Board 


(the “Board”) to perform an actuarial valuation of the assets and the going concern lia- 


bilities of the Ontario Teachers’ Pension Plan (the “Plan”) as at December 31, 1993, for 
inclusion in the Plan’s financial statements. As part of the valuation, we examined the 
Plan's recent experience with respect to the non-economic assumptions and presented 
our findings to the Board. In addition, we provided the Board with statistical, survey and 
other information which, along with our analysis, allowed them to develop their long- 
term economic assumptions. 


The valuation of the Plan’s actuarial liabilities was based on: 


¢ membership data provided by the Ontario Teachers’ Pension Plan Board (the Board) 
as at December 31, 1992; 


* methods prescribed by the Canadian Institute of Chartered Accountants for pension 
plan financial statements; 


* assumptions about future events (for example, future rates of inflation and future 
rates of return on the pension fund) which have been communicated to us as the 
Board’s best estimate of these events; and 


e information provided by the Education Relations Commission on negotiated wage 
settlements in 1992 and 1993. 


The objective of the financial statements is to fairly represent the financial position of 
the Plan on December 31, 1993 as a going concern. This is different from the statutory 
valuation (the actuarial valuation required by the Teachers’ Pension Act, and the-Pension 
Benefits Act), which uses actuarial methods prescribed by the Teachers’ Pension Act 
and cautious assumptions about future events to establish a prudent level for future 
contributions. 


While the actuarial assumptions used to estimate liabilities for the Plan’s financial state- 
ments represent the Board’s best estimate of future events, and while in our opinion 
these assumptions are reasonable, the Plan’s future experience will inevitably differ, 
perhaps significantly, from the actuarial assumptions. Any differences between the actu- 
arial assumptions and future experience will emerge as gains or losses in future valua- 
tions, and will affect the financial position of the Plan, and the contributions required to 
fund it, at that time. 


We have tested the data for reasonableness and consistency, and we believe it to be suf- 
ficient and reliable for the purposes of the valuation. We also believe that the methods 
used are consistent with sound actuarial principles, and that the assumptions are appro- 
priate for the purposes of the valuation. Our opinions have been given, and our valua- 
tion has been performed, in accordance with generally accepted actuarial practice. 


Lo de Ue 


Lester J. Wong, F.C.LA. Malcolm P. Hamilton, F.C.LA. 


February 28, 1994 
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SCHEDULE OF PROVINCE OF ONTARIO DEBENTURES 


_ as at December 31, 1993 


(3 Millions) 
Coupon Ss  _ Market 

Maturity Date % ; ‘Value Cost 
1994 — 1998 7.00— 7.99 129 119 
8.00— 8.99 196 180 
9.00— 9.99 . 446 397 
10.00 — 10.99 ALS 198 
11.00 — 11.99 69. 64 
14.00 — 14.99 141 107 
16.00 — 16.99 221 165 
j 1,417 1,230 
1999 — 2003 8.00— 8.99 314 286 
9.00-— 9.99 abo 1,332 
10.00-10.99 | 603 | 502 
11.00 - 11.99 888 717 
12.00 — 12.99 476 ap 
13.00 — 13.99 885 630 
4,721 3,818 
2004 — 2008 ~ 10.00— 10.99 1,502 1,195 
11.00-- 11.99 2.002: 1,745 
12.00 — 12.99 1,964 1,396 
13.00 — 13.99 408 283 
14.00 — 14.99 516 335 
15.00 — 15.99 1,582 945 
ae 8,294 5,899 
2009 — 2012 10.00 — 10.99 2,424 1,911 
7 11.00 = 11.99 2,475 1,855 
4,899 3,766 
Accrued Interest 481 48] 


19,812 15,194 


INVESTMENTS IN CORPORATE SHARES AND CONVERTIBLE 
DEBENTURES GREATER THAN $25 MILLION 


as at December 31,1993 


Market 
Number Value 
Enterprises of Shares ($ Millions) 
Corporate Shares 
ABN Amro Holdings 9851512 47.9 
Alberta Energy Company Ltd. - 2,631,400 48.7 
Alcan Aluminum Limited 5,620,200 156.0 
American Barrick Resources Corp. 4,290,200 161.4 
ATS Automation Tooling Systems, Inc. ~ 3,319,792 37.8 
Bank of Montreal 5,743,294 158.7 
Bank of Nova Scotia, The 4,330,300 132.6 
Bayer AG 109,080 30.7, 
BCE Inc. 7,913,900 366.0 
Bombardier Inc. 2,922,100 61.4 
Cambridge Shopping Centres Ltd. 3,750,203 68.0 
Canadian Imperial Bank of Commerce 7,557,264 249.4 
Canadian Occidental Petroleum Ltd. 1,469,400 43.7 
Canadian Pacific Ltd. 7,955,700 188.7 
Canadian Tire Corporation Limited 4,722,400 82.6 
Co-Steel Inc. 2,219,400 63.3 
Dofasco Ine. 1,270,421 29.5 
Echo Bay Mines Ltd. 2,768,400 474A 
Elan Energy Inc. 2,372,400 29:0 
Fletcher Challenge Canada Limited 1,642,991 30.3 
Hitachi Ltd. 2,654,000 25.9 
Home Oil Company Ltd. 1,775,935 30.6 
Horsham Corporation 3,573,200 69.2 
Hutchison Whampoa 4,687,000 30.9 
Imasco Limited 2,391,650 96.0 
Imperial Oil Limited 15709375 316.5 
Inco Limited 2,821,800 100.2 
International Semi-Tech Micro Electronics Inc. 3,449,200 53.5 
Interprovincial Pipe Line System Inc. 1,119,700 36.1 
IPSCO Inc. 1,037,200 27.0 
Ito—Yokado Co. 441,000 26.7 
Jardine Strategic Holdings 5,435,000 33.70 
Labatt, John Limited 1,675,600 39 
LAC Minerals Ltd. 5,183,650 59:6 
Laidlaw Inc. 6,795,200 62.0 
Maclean Hunter Limited 8,024,600 101.3 
MacMillan Bloedel Ltd. 3,636,974 V3 
Magna International Inc. 38.4 
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Market 
Number Value 
Enterprises of Shares ($ Millions) 
Maple Leaf Foods Inc. 2,184,037 28.1 
Metall Mining Corporation 4,855,276 5b.2 
Methanex Corporation 5,360,400 55.6 
Molson Companies Limited, The 1,959,250 56.0 
Moore Corporation Limited 3,109,001 79:3 
National Bank of Canada 5,405,850 60.8 
Newbridge Networks Corporation 733,200 53.5 
Noranda Inc. 2,836,700 73.4 
Northern Telecom Limited 4,153,700 169.8 
Nova Corporation of Alberta 11,505,800 107.9 
Oversea—Chinese Banking Corp. 1,933,666 26.6 
Pegasus Gold Inc. 1,395,000 40.5 
Placer Dome Inc. D, Gao L 188.2 
Potash Corporation of Saskatchewan Inc. 1,528,400 51.0 
Power Corporation of Canada 3,684,900 78.3 
Power Financial Corporation 1,300,300 44.2 
Québecor inc. 2,768,200 49.9 
Ranger Oil Limited 8,464,900 Diab 
Renaissance Energy Ltd. 3,696,500 104.4 
Rio Algom Limited 2,553,200 53.9 
Rogers Communications Inc. 3,289,000 72:0 
Royal Bank of Canada, The 9,143,800 264.0 
Seagrams Company Ltd., The 5,778,800 200.8 
Société Nationale Elf Aquitane 488,900 45.6 
Talisman Energy Inc. 1,627,643 47.2 
Teck Corporation 2,780,400 64.6 
Telefonica de Espana 1,497,804 29.8 
Telus Corporation 3,335,400 53.4 
Thomson Corporation, The 6,893,500 - 120.1 
Toronto-Dominion Bank, The 11,116,300 237.6 
TransAlta Utilities Corporation 4,882,692 74.5 
TransCanada PipeLines Limited 4,556,600 91.7 
Westcoast Energy Inc. 2,291,400 50.4 
Par Value 
($ Millions) 
Convertible Debentures 
Power Financial Corporation 
8.0% Due Apr. 30, 2014 171.0 205.2 
Telecom Telesystem LTD. 
5.44% Due Noy. 18, 2002 31.3 48.4 


FOUR-YEAR REVIEW 
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The 1992 figures have been reclassified to conform with the 1993 presentation 


($ Millions) for the year ended December 31 1993 --1992 1991 1990 
CHANGES IN NET ASSETS 
Revenues 
Investment Income 
Interest 1,640 1,819 1,762 1,952 
Dividends 260 161 100 6 
Capital appreciation 4,007 S65. 1,981 (927) 
5,907 2,145 3,843 1,031 
Contributions 
Members 647 655 597 526 
Province of Ontario 
— current and past service 703. 731 654 579 
— special payments — 438 270 187 
Other employers 9 ee) 9 8 
Repayment of refunds and transfers 42 56 54 335 
1,401 1,889 1,584 1,333 
Total Revenues 7,308 4,034 5,427 2,364 
Expenditures ; 
Benefits paid 973 893 806 (CV 
Refunds and transfers 28 28 DNs) 18 
Administrative expenses 44 37 25 20 
Distribution of gain 325 — — — 
Total Expenditures 1,370 958 854 780 
INCREASE IN NBT ASSETS 5,938 3,076 4,573 1,584 
NET ASSETS 
Investments ) 
Ontario debentures 15,666 ANG 18,030 16,449 
Money market securities 1,269 1,245 569 1,385 
Bonds and mortgages 1,182 1,042 616 295 
Equities 14,545 6,470 4414 MB2h 
Real estate 608 451 180 —— 
33,270 26,385 23,809 19,456 
Receivable from Province of Ontario 1,362 ps2 1,190 945 
Other assets 36 (2 10 es 
Liabilities (957) (1) (312) (277) 
Net Assets 33,711 WUE 24,697 20,124 
Actuarial value adjustment (2,947) (414) (883) 709 
Actuarial value of net assets 30,764 27,359 23,814 20,833 
Actuarial value of pension benefits 33,998 30,781 27,479 24,391 
DEFICIENCY 3,234 3,422 83,665 3,558 
RATE OF RETURN (%) 21.7 8.9 19.6 5.6 
After inflation 20.0 6.8 15.8 
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Board of Directors 


Gerald K. Bouey, Chairperson 
John H.C. Clarry 

Gail Cook-Bennett 

Duncan Green 
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Doug McAndless 

C. Edward Medland 

Lynne Sullivan 

Margaret Wilson 


Investment Committee 
C. Edward Medland, Chairperson 
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John H.C. Clarry 

Gail Cook-Bennett 
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Audit and Actuarial Committee 
Doug McAndless, Chairperson 
John H.C. Clarry 

Gail Cook-Bennett 

Martin R. Hicks 

Lynne Sullivan 


Benefits Adjudication Committee 
(Appeals) 

Duncan Green, Chairperson 
Bob Blackwood 

Ron Edwards 

Sherry Corden Fairweather | 
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Sherron Hibbitt 

Shannon Hogan 

Kim McCulloch 

David Paton 

Roger Régimbal 
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Corporate Directory 


President and Chief Executive Officer: — 
Claude Lamoureux 


Investments: g 

Senior Vice-President: Robert Bertram 
Vice-President, Fixed Income: Patricia Murphy 
Vice-President, Equities: Heather Hunter 
Vice-President, Research and Development: 
George Engman 

Vice-President, Real Estate: Brian Muzyk 
Vice-President, Core Portfolios: Morgan McCague 


Customer and Information Services: 
Vice-President: Al Reesor 


Plan Definition and Employer Services: 
Vice-President: William Foster 


Human Resources and Corporate Services: 
Vice-President: John Brennan 


Finance: 
Vice-President: Ralph Barnes 


Law: 
General Counsel: Roger Barton 


Internal Audit: 
Vice-President: John Dickson 


We welcome your comments and 
suggestions for this annual report, as well 
as other aspects of our communications 
program. Please call Lee Fullerton, 
Communications Manager at 416-730-5347. 


Communications Department 

Ontario Teachers’ Pension Plan Board 
5650 Yonge Street 

North York, Ontario 

M2M 4H5 

Toll-free: 1-800-668-0105 

Local: 416-226-2700 
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Teachers’ 
Pension Plan 
Board 


Ontario 


The Ontario Teachers’ Pension Plan Board 
is the largest single invested pension fund 
in Canada and ranks among the nation’s 
top financial institutions. 

The plan has total assets exceeding 
$40 billion. Approximately two-thirds of 
these assets are equities, principally 
corporate shares and equity-retum 
derivative contracts. The equity portfolio 
also includes income-producing real estate 
properties. The remaining one-third of 
assets are fixed-income securities, largely 
goverment debentures and interest-rate 
swap contracts, 


The plans membership consists of 
155,000 elementary and secondary 
school teachers and almost 50,000 retired 
teachers and their survivors. There are also 
approximately 90,000 former teachers 
with entitlements in the plan. 

The plan is sponsored by a partnership 
between the Ontario govemment and the 
plan members, who are represented by 
the Ontario Teachers’ Federation. 
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SIX-YEAR REVIEW 

CORPORATE DIRECTORY 


Printed with vegetable-based inks on acid-free 
paper with 50% recycled content, including 
10% post-consumer waste. 
' 


as at December 31 


* We smooth annual fluctuations of gains or losses over five years. 


Total Assets 
(§ Billions) 1995 1994 
Total Assets 41.9 35.4 
Canadian equities 1, 9.9 
Foreign equities 12.3 10.7 
Real estate 0.9 0.7 
Fixed income 13.6 ial 
Contributions receivable 1.3 1.4 
Investment Performance 
Rate of Return on Investments 1995 1994 
Annual 16.9% 1.7% 
Real return, after inflation 15.2% 1.5% 
Four-year average 12.1% 12.7% 
Four-year benchmark 11.0% 10.6% 
Average Annual Compound Rates of Return (%) 
lyr 2 yr 3 yr 4 yr S yr 6 yr 
Return 16.9 9. i131! all 13.5 122 
Benchmark WIL? 8.1 12.0 11.0 11.9 8.3 
Income and Expenses 
($ Millions) 1995 1994 
Investment operations 
Investment income 5,656 528 
Investment expenses (30) (25) 
5,626 503 
Customer service operations 
Total contributions 1,305 1,436 
Benefits paid (1,261) (1,130) 
Customer service expenses (27) (26) 
17 280 
Increase in net assets 5,643 783 
Deficiency Status 
(§ Billions) 1995 1994 
Future cost of pensions 38.7 36.8 
Actuarially adjusted net assets* 38.2 34.2 
Deficiency 0.5 2.6 


For the first six years of our mandate as an independent corporation, we were most fortunate 
to have been under the stewardship of Gerald Bouey, a former governor of the Bank of Canada. 
[ had the pleasure of working with Mr. Bouey on the board of directors from 1990 until his 
retirement in December 1995 and the members of the board join me in thanking him for his 
invaluable contribution. 


Thanks to Gerald Bouey 
As the founding chairperson, Mr. Bouey oversaw the transformation of the pension plan from 
an agency of government to an independent corporation sponsored by both the Ontario 

government and the Ontario Teachers’ Federation. He initiated a tradition of accountability to 
the partners and plan members. Mr. Bouey also consulted 
with the partners to continue their practice of appointing 


directors who bring to the boardroom deep knowledge of 
finance, investment, administration, and the teaching 


profession. 
During Mr. Bouey’s tenure, the plan embarked upon a 
diversified investment program into stocks and bonds, 


merchant banking and real estate, in Canada and in foreign 


< 


narkets. He supported the early use of derivative contracts, such as swaps and options, to 
better manage investment risk and to enhance financial returns. 
Under his stewardship, the administration of pension benefits has been modernized 


through the introduction of new technology and the adoption of customer-friendly service to 


teachers and pensioners. 


Changes in the Board 


The original membership of the board of directors is in transition. Of the members appointed 


in 1990, four have retired, most recently Margaret Wilson and John Clarry in 1995. While 
directors are restricted to a maximum of four two-year terms, the retirement dates of the initial 
directors were staggered to ensure continuity of board experience. 

Two directors joined the board in 1995 — Jalynn Bennett, president of a strategic 


planning consulting firm, and David Lennox, executive secretary of the Ontario Public School 


Teachers’ Federation. Robert Korthals, former president of the Toronto-Dominion Bank, joined 
the board in January 1996. With my appointment to chair of the board, Mr. Korthals has 


assumed the chair of the investment committee. David Lennox is now chair of the benefits 
adjudication committee, succeeding Mr. Clarry, and Doug McAndless continues as chair of the 
audit and actuarial committee. 


Corporate governance 

Corporate governance practices are beginning to have an influence among Canadian 

corporations in clarifying the responsibilities of directors in relation to management, and 

in more closely aligning the financial rewards of management with the financial returns 

delivered to stakeholders. 
A similar philosophy prevails at the pension board. We are very fortunate to have a 

board of directors where financial and investment expertise is coupled with in-depth 


knowledge of teacher concerns and administration to provide balance in our deliberations. 


Chis is of such importance to the way we represent the interests of plan members that 
we have disclosed in this annual report our compliance with the corporate governance 
guidelines issued by the Toronto and Montreal stock exchanges for listed companies. 


[his discussion begins on page 8. 


Major challenges 

We have been able to effectively meet major challenges facing the organization thanks to the 
expertise of the board of directors and the co-operative partnership on the pension plan that 
has existed between the Ontario Teachers’ Federation and the Ontario government. 

In recent years, considerable attention has been devoted to developing internal 
investment expertise by hiring highly competent professionals to manage the plan’s large and 
diversified asset base. These individuals have enabled the plan to achieve long-term rates of 
return that exceed the general performance of the markets in which we invest. 

We have also been dealing with difficult issues concerning the quality of pension benefits 
information. Inconsistencies were discovered in member files that affect pensions currently in 
pay. A more extensive investigation surfaced widespread problems and the directors supported 
a major effort to modernize plan administration, including a thorough review of the accuracy 
of every pension in pay. We have closely monitored the pension review program over the past 
three years and will continue to do so. 


Incentives for employees 

Consistent with good corporate governance practices, a portion of compensation is 
contingent on meeting various performance targets. Executive staff are expected to deliver 
above-average financial returns and excellent plan administration services to members. The 
directors approved a long-term bonus structure for executives in January 1992, following 
consultations with external compensation experts. These bonuses have been accumulating 
over the past four years and the first payments were made in early 1996. 

For investment executives, long-term bonuses are based on total fund performance 
exceeding benchmarks over a four-year period. The board of directors believes the long-term 
bonus program works exceptionally well in aligning the interests of senior managers with 
those of plan members. As you can see on page 46, these investment executives are receiving 
long-term bonuses for the four years ended in 1995. These bonuses reward executives for the 
$1.2 billion of additional value that was created in the fund during that time, in excess of the 
performance of a composite benchmark that measures the markets in which we invest. 

Administrative executives are rewarded for improving the quality of service to members 
and meeting cost-control targets. Service quality is measured by an index, based on surveys 
of teachers and pensioners. Over the last three years, the index showed a 10 percent 
improvement. Ongoing administrative costs (excluding investments and special projects) 
have remained virtually the same at less than $100 per member in constant dollars since 
1992, despite a larger number of customer service requests and faster service. 

We also have annual compensation-for-performance programs to ensure that we 
continue to attract and retain individuals with the experience and professional qualifications 
needed to implement the investment strategy and administer the pension plan. For example, 
administrative managers receive bonuses annually for meeting pre-set objectives while invest- 
ment staff receive bonuses annually for individual, portfolio, asset class and total fund perfor- 
mance. The directors also review and approve base salary ranges and incentive programs com- 
petitive with similar positions in like organizations in the financial services sector. 
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We continue to make steady progress toward our goal of placing the pension plan in a 
surplus position, thanks to strong investment results and the low inflation experienced in 
recent years. At the same time, we are implementing an extensive program to verify the 
accuracy of all of the approximately 50,000 pensions being paid to retired teachers and 


their survivors, and to make adjustments where necessary. 


Investment activity 
During the past six years, we have diversified the plan’s assets from solely Ontario 
debentures to a long-term asset mix of approximately two-thirds equities and one-third 
fixed-income securities. 

The fund is now an active investor in Canadian and 
foreign stock and bond markets and the owner of one of 


Canada’s largest real estate portfolios. Furthermore, as we 


explain in detail later in this report, we are an end-user of 
derivative contracts, such as swaps, futures and options. 
Derivatives have enabled us to better manage risks inherent in a large pension fund. 


Starting in 1995, we have also used option programs to enhance overall performance. 


Investment performance 
All of this investment activity has resulted in a 12.1 percent average rate of return over 
the past four years. After allowing for inflation, the real rate of return was 10.6 percent, 
compared with the plan’s long-term target of 4.5 per cent above inflation. Achieving the 
long-term target is central to avoiding an increase in the current contribution rate of 
teachers and the government while moving the plan 
toward a fully funded position. 

Our four-year results compare favorably with 
the performance of the markets in which we invest. 
A composite benchmark that simulates general market 


results based on our long-term asset mix produced an 


11.0 percent rate of return for the four years ended in 
1995. Our ability to outperform market averages means that our investment effort has 
produced value-added of $1.2 billion to the plan over the past four years. 

On a one-year basis, we earned a 16.9 percent rate of return in 1995, or $5.7 billion, 
compared with 1.7 percent, or $528 million, in the previous year. Our equity portfolios in 
Canada, the United States, Europe and Asia performed well. Results from our fixed-income 
portfolio, while positive, were disappointing. For the first time we underperformed the 
one-year benchmark because interest rates declined contrary to our expectation. 

For full details on our investment policies and performance, please see the section 


entitled Management's Discussion & Analysis. 


PRESIDENT’S REPORT 


Deficiency 
Our ultimate goal is to put the plan in a strong financial position to ensure the security 
of retirement income for members. At the end of 1990, when we initiated our current 
investment strategy, the plan had a deficiency of $3.6 billion, representing the shortfall 
between the present value of all pensions earned to date and the value of assets in the 
plan. This meant that the assets covered 85 percent of benefits. 

We are pleased to report that by the end of 1995, that deficiency had been reduced 


to $0.5 billion and assets covered 99 percent of accrued benefits. 


Modernizing plan administration 
_ A major mission over the past several years has been a multi-faceted undertaking to 
modernize plan administration. Members of most pension plans receive pension services 
from their employers. In our case, we provide centralized customer service, thus avoiding 
the costs to Ontario's 274 school boards and participating independent schools of 
administering their own pension services. 
In 1992, we began the process of modernizing plan administration, including the 


consolidation of member records that existed on paper and computer tapes for three old 


data processing systems onto a new information management system. At the same time, 
we introduced new training programs for customer service staff, and updated compliance 
_ procedures to ensure the quality and reliability of payments and services. 
| The changes have been dramatic. It used to take as long as six months to deal with a 
member's request. Today it takes up to 12 working days at the most and there is no backlog. 
In 1990, members had trouble reaching anyone to handle their 
enquiries. Today 45 customer service specialists handle as many as 
80,000 calls a year. : 
Our greatest challenge is processing the pensions of newly retired 


teachers. This volume of work has increased from less than 2,500 


_ annually in 1990 to nearly 4,000 a year today. In 1995, we also processed 


| over 600 disability and survivor pensions. 


Other major challenges are pension estimates and applications for 
| credit purchases by teachers who have been absent from the classroom 
for a period of time. We handle 7,000 of these requests annually. 
| We continually conduct surveys of teachers and pensioners to get 

feedback on our pension administration services. As the accompanying 


» chart shows, plan members report increased levels of satisfaction as 


reflected in the Quality Service Index, which statistically captures 


_ members’ views on the service they have received. 
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Pension review program 
The board is in the process of completing a major review of all pensions currently in pay. 
This involves checking the accuracy of 50,000 pensions going back many years. When we 
began to modernize plan administration, inconsistencies in member records were discovered 
among databases and other records. Initial errors included, for example, two different birth 
dates for the same member. The testing of our new information management system 
surfaced many other errors, such as the integration of pensions with Canada Pension Plan 
entitlements, the timing of adjustments for inflation, the calculation of pension benefits for 
survivors, and inconsistencies in the interpretation of plan rules and applicable legislation. 

Realizing that errors were widespread, we consulted the board of directors, the plan’s 
sponsors and legal counsel. As a result, we are conducting a thorough review of all pensions 
in pay. If a retired teacher has inadvertently been overpaid because of mistakes made by the 
board, the current pension will be maintained. If a retired teacher has inadvertently been 
underpaid, a payment for past deficiencies, plus interest, will be made and that individual’s 
monthly payments will be corrected. 

When this program is completed, we estimate that 
two-thirds of pension payments will remain unchanged 
and one third, or approximately 16,000 pensions, will 
increase. The first 12,000 pension verifications were mailed 
in December, 1995, and we plan to complete the review of 


all pensions-in-pay in 1997, 

The one-time cost to the plan for paying members who were being underpaid is estimated 
at $50 million. The present value of future increased pension payments, spread over the 
lifetime of pensioners and their survivors (approximately 40 years) is about $100 million. The 
present value of the cost of continuing overpayments to other members is approximately 
$50 million. 


Changes in operating costs 
The pension board’s operating costs rose by 12 percent to $56.9 million in 1995, compared 
with $50.7 million a year earlier. 

Costs relating to customer services were $26.6 million, compared with $25.8 
million in 1994. Special project costs to implement the pension review program 
were $6.6 million in 1995 for hiring temporary staff, purchasing related equipment, 
and paying legal, auditing, actuarial and computer service fees. We estimate the 
project will cost a further $8 million in 1996. 

Costs associated with investments increased in 1995 to $30.3 million, 
compared with $24.9 million in 1994. Management fees for external fund managers 
and other outside professionals rose substantially to $7.8 million from $6.7 million 
as we increased the volume of assets managed externally. Internal staff costs for such 
specialists as investment managers, analysts, computer programmers and investment 


accountants, represent 37 percent of total investment expenditures. 
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Our 1995 investment costs were about 7.8 cents for each $100 of assets, 
compared with 7.5 cents in 1994. These costs are reasonable compared with 
similar investment organizations. For example, the 1994 average cost of 
investment services among comparable North American pension funds was 
close to 16 cents per $100 of assets and for equity mutual funds was about 
$2.00. 

An independent study on our ability to create value relative to investment 
‘costs is provided by Cost Effectiveness Measurement Inc. The most recent 
analysis, for the three years ended in 
1994, compared our performance 
with 19 large Canadian and U.S. 
pension funds with assets averaging 
$29.5 billion. At that time, our 
investments totalled $33.4 billion. The analysis concluded that our investment 


costs were lower than funds in the peer group, and that we added value above 
the policy objectives. — 

We will, of course, continue to tightly manage all operating costs to ensure that 
improvements in long-term investment returns and pension services exceed their associated 
incremental costs. In this way, we will deliver measurable added value to plan members. 
We are also dedicated to protecting the security of future pensions and developing a 
sustainable surplus. 
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The Toronto and Montreal stock exchanges require listed companies to disclose their 
system of corporate governance as a requirement for continued listing on the exchange. 
We endorse this disclosure because, in our view, effective corporate governance helps to 
ensure that a company’s resources are devoted primarily to enhancing long-term value. 
We have chosen to comply with these disclosure requirements because: 

¢ we advocate good corporate governance practices and should measure our own 

behavior by the standards we expect of others; and 
° we provide pension services to approximately 300,000 individual customers who 


have the right to know how their pension plan is governed and managed. 


Mandate of the pension plan corporation 

The Ontario Teachers’ Pension Plan Board is an independent corporation (without share 
capital) established on January 1, 1990 by the Teachers’ Pension Act. This Ontario statute 
requires the corporation to administer the pension plan, manage its investment assets, and 
pay members and their survivors the benefits promised. Specifically, the Teachers’ Pension 
Act states: “The Board shall administer the pension plan and manage the pension fund in 
accordance with this Act, the Pension Benefits Act, and the Income Tax Act (Canada).” 

The plan is a defined benefit pension plan registered under the Pension Benefits Act 
and the Income Tax Act. The first statute defines fiduciary duties of all pension plan 
administrators in Ontario and obliges them to invest assets with the same prudence 
expected of a person dealing with another’s property. The standards of conduct expected 
of a fiduciary are also set out in common law. 

The Teachers’ Pension Act provides for the joint 
sponsorship of the pension plan by the Ontario government, 
through the Minister of Education and Training and the 
executive of the Ontario Teachers’ Federation (OTF), as the 
representative of plan members. 

An agreement signed by the partners effective January 
1, 1992 sets out the terms of joint sponsorship. The partners 
are equally responsible for plan losses and gains. A six-member 
partners’ committee is responsible for changes in plan design 
and benefit levels. 

The agreement deals with the appointment of the board 
of directors and delineates its powers and duties other than 
those set out in legislation. The members of the partners’ 


committee are not members of the board of directors. 


Composition of Board of Directors 

By law, the board of directors is required to act independently 
of the sponsoring partners and to make decisions in the best 
interests of all beneficiaries — that is, the active teachers, 


former teachers and retired teachers who are plan members 
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___ as well as the survivors of deceased members. In this respect, the role of the directors is 
similar to that of any corporation; they are required to act in the best interests of the 
corporation and its shareholders generally, and not in the interests of any specific group of 
shareholders. 


Each partner appoints four directors and together the partners 
name the chair as the ninth director. Beginning in 1996, the chair is 
Ted Medland, former chief executive of a major investment house. 


| The partners select directors based on the relevance of their 


expertise and experience to the mandate of the corporation. No 
member of management is a director, and the offices of chair and chief executive officer 
'__ are separate. Of the two partners, only the OTF has a direct representative on the board — 
the secretary of one of the five affiliates of OTF who is also a member of OTF’s board of 
governors. 

No director has a personal business relationship with the corporation. Subsequent to 
being appointed a director, one board member became a partner in a large pension 
benefits and executive compensation consultancy that is currently retained by the 
organization to advise on compensation matters. 


Board Committees 
There are four board committees: 
° The investment committee, which reviews the investment policy and asset mix, 

| approves annual performance objectives for each investment portfolio, and 

| approves all transactions that exceed the discretionary limits set for management. 
This committee includes all directors and currently one additional member, 

e The audit and actuarial committee, which reviews the annual financial statements, 
recommends the appointment of the external auditors and the independent 


actuary, and receives their reports. The committee is chaired by a past president of 


the OTE The other four committee members are also directors. 

° The benefits adjudication committee, which rules on disputes between plan members 
and board staff about pension benefits. This committee includes two board 
members as well as 11 non-board members nominated by the partners and 

| appointed by the board. Disputes are heard by panels comprised of the two board 

members and four other committee members. 

| ¢ The compensation committee, which approves the salary ranges, annual performance 

bonuses and long-term performance bonuses for employees. This committee 
consists of the full board. 

The board does not have a corporate governance committee; governance issues are 

| dealt with by the full board in the normal course of business. 
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Effectiveness of board 

An orientation program is in place for directors to assist them in executing their fiduciary 
and governance duties. All directors attend special seminars on specific technical issues, such 
as the actuarial valuation of liabilities and the use of derivative contracts. Education is 
provided by outside experts as well as staff specialists. 

The fact that each director is appointed for a two-year term, and can only serve a 
maximum of four consecutive terms, ensures that the partners consider the qualifications 
and effectiveness of individual directors on a continuing basis. 

In 1995, the board and the investment committee met 13 times, the audit and actuarial 
committee seven, the benefits adjudication committee six times, and the compensation 
committee twice. 


Independence of board 
The structure of the board, and the process for appointing directors, is such that the board of 
directors is able to operate independently of management. 

To ensure access to external sources of important information, the directors meet from 
time to time with outside advisers on general topics, as well as with external investment 
managers. 

Furthermore, the audit and actuarial committee consults directly with the external 
auditors and the independent actuary and reviews the auditors’ findings on the effectiveness 
of internal controls. 

The board recently adopted a policy that enables individual directors to engage an 
outside adviser, with the approval of the chair, at the organization’s expense in appropriate 
circumstances. 


Role of management 
Ongoing plan administration and investment management is delegated by the board of 
directors to the chief executive officer and his staff. The staff manages two core businesses — 
customer services and investment services — each supported by general corporate services. 
This is one of few Canadian pension organizations to provide personal services directly to its 
members rather than through their employers. In this respect, the corporation is a substantial 
customer service organization. 

One of the responsibilities of the compensation committee is to review the succession 
plan of the organization on an annual basis. 


Management performance | 
To ensure the interests of management and plan beneficiaries are closely aligned, senior staff | 
receive annual and long-term bonuses based on the achievement of pre-set performance | 
targets approved by the directors. The board requires management to set annual corporate 
objectives as well as longer-term business strategies. The objectives are accompanied by an 
annual financial plan for fund investment and plan administration. 

The strategy for investments is expressed in the Statement of Investment Policy and Goals, 
which the board reviews annually. This document sets out, for example, the long-term asset 
mix policy as well as the need for the fund to achieve investment returns that exceed the rat 
of inflation by 4.5 percent. The board has approved an asset mix of two-third equities and 
one-third fixed-income securities. 


The board also regularly reviews the strategies for active management of assets. 
Portfolio managers are rewarded annually for achieving four-year performance targets. 
In the case of pension plan administration, executives are required to meet annual and 
four-year performance targets for improvements in the quality of services delivered to 
members as measured by regular surveys of member opinions, and the effectiveness of 
managing operating costs. 

The board obtains an actuarial funding valuation at least every three years to evaluate 
the plan’s financial viability and an independent financial statement audit every year. 

The dollar size of the pension fund and the 
membership size of the pension plan heightens 
the plan’s focus on risk. The board of directors 
regularly reviews the investment and 


non-investment risks faced by the organization, 
and the adequacy of procedures to deal with those risks. 


Accountability and communications 
The board has made accountability to the partners and disclosure of activities to plan 
members the cornerstone of its communication policy. The assets are managed to provide 
secure retirement income to teachers who have a right to know how their contributions 
are spent and invested. 

This annual report, for example, attempts to comply with the disclosure requirements 
for public companies, which are more onerous than those imposed on pension funds. 
We maintain direct contact with plan beneficiaries — our “shareholders” and customers — 
through newsletters and annual statements of benefits, focus groups, quality-of-service 
surveys, presentations to teachers approaching retirement, management presentations 
to teacher organizations, meetings with the pension representatives of teachers’ unions 
and the association representing pensioners, and daily telephone discussions and 
correspondence. We are accountable to members dissatisfied with staff decisions through 
the benefits adjudication appeal process. 
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ANALYSIS 


This section of the Annual Report elaborates on the information contained in the audited 


financial statements to assist readers in viewing the plan’s financial position and 


performance through the eyes of management. 


The plan is required to deliver defined benefits to Ontario's teachers during their retirement 
years. We manage the plan’s assets to earn the best possible rate of return with a moderate 
level of risk, while attempting to avoid increases in contribution rates. 

Our investment policy is expressed in a document entitled Statement of Investment 
Policies and Goals, which is reviewed annually by the board of directors and filed with the 


Pension Commission of Ontario. 


Investment constraints 
Legislation requires us to “exercise the care, diligence and skill in the administration and 
investment of the pension fund that a person of ordinary prudence would exercise in 
dealing with the property of another” (subsection 22 (1) Pension Benefits Act, Ontario). 
Under the “prudent person” rule, we are expected to consider every type of investment 
product that would be appropriate for a modern investment portfolio. The investment 
staff’s authority to invest in any particular product is set out in the Statement of Investment 
Policies and Goals. 

Under the Pension Benefits Act, pension funds are restricted to owning no more 
than 30 percent of a company’s voting shares and are generally prohibited from mortgaging 


or pledging assets as well as from borrowing, except for short-term contingencies. 


Investment objective 

Our objective is to earn an annual rate of return of 4.5 percent above inflation over the 
long term. For the past four years, the rate of return averaged 12.1 percent. After allowing 
for 1.5 percent inflation, the real rate of return was 10.6 percent — well above the 


long-term objective. 


Asset mix 

An asset mix of two-thirds equity and one-third fixed-income securities is appropriate in 
view of the size and structure of the plan’s liabilities, our investment objective, and the 
historical rates of return for different types of investment products. Studies show that such 
an asset mix has a high probability of keeping the fund in a sound financial position over 
the long term, which enhances the security of future pension benefits. The security of 
retirement income is important because teachers, who typically retire at age 58, draw 
benefits on average for 26 years after retirement. 


At the end of 1995, 65 percent of the assets generated an equity return, compared 


with 64 percent a year earlier. In the future, the proportion of the plan’s assets invested ' 
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in equities could range from 55 percent to 75 percent, depending on our evaluation of 


market conditions. 


Our intention is to actively manage as much of the fund as possible to create extra value 
in the fund as measured against the performance of the markets in which we invest. 

Creating extra value is important as current pension payments are almost equal to 
How do we control 


contributions, which means that the plan must increasingly rely on investment pbk 
derivatives? 


income to pay future pension benefits. 
We have approximately 80 professionals to implement this value-added strategy. 


They include a “front office” of investment managers and analysts who make buy and sell 


decisions in various asset classes; a “middle office” that monitors and evaluates investment 
risk and conducts economic and investment research; and a “back office” responsible Neil Petroff 
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Over 80 percent of the value creation is through the establishment of a long-term 
asset mix appropriate to the liabilities of the fund and the investment objective. However, 
we can take advantage of market opportunities by varying 


the weighting of the different investment classes within the 


asset mix. We also attempt to improve returns through the __ Derivative contracts are a large part of our investment activities, involving 
selection and trading of stocks and bonds. Currently, ___ transactions with total notional values in several billions of dollars. Risk 
approximately half of our total assets are actively managed. _ management i is, therefore, a critical concern. What controls do we have in 


This management approach has created over $1.2 
billion of extra value in the fund over the past four years. 


This additional wealth is the excess of the fund’s actual 


performance over the rate of return for a composite | 


ui derivative mrkets he 30 report has “4 recommendations on the risk 
benchmark that reflects the performance of markets in management ve derivatives. 
which we invest. (Performance against benchmarks is ee In 1994 we reviewed our compliance with the G-30 recommendations. 
discussed on page 17.) We are in compliance with all recommendations that apply to our activities. 
: | Akey G-30 recommendation is the importance of determining the value of 
Use of derivatives is - derivative Positions by marking them to market on a regular basis, Depending 


We use derivative contracts, such as futures, swaps and | the pe of contract, we mark to-man ket. some items daily and most are done 
options, to shift the asset mix from fixed-income returns 


; a mplance ue G. 30 recommendations, we are continually 
to equity returns, to manage interest rate volatility, and to 


‘reviewing 0 ‘our investment policies for derivative products and upgrading our 
“reporting procedures, For example, we are developing a stress-testing model 
for liquidity risk management to simulate extreme market conditions and 
abnormal market swings and their impact on our portfolios. 


manage foreign currency exposure. These contracts are 


supported by appropriate underlying assets. 
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The plan may also take derivative positions with the intention of enhancing overall 
returns. Throughout this report, the effects of derivatives are included in the value of 
investments, investment income, and rates of return. 

Derivatives provide flexibility in implementing our investment strategy. For example, 
it is quicker and cheaper to acquire a return based on a market index, such as the Standard 
& Poor's S00 on the New York Stock Exchange, utilizing equity swaps than by purchasing 


stocks of the S00 individual companies. 


Policies and procedures exist for managing investment risks, and compliance is monitored 
on a regular basis. These policies and procedures are reviewed annually with the board 
of directors. We are committed to continuous improvement of our risk management 
practices. By the end of 1996, we intend to monitor the “Value at Risk” in each portfolio 
on a daily basis. We are also enhancing our computer models for matching the risks 
between assets and liabilities so that we can measure the impact of changes in risk factors 
on the fund’s financial position. 

Among the most important risks faced by the fund are: 

* asset/liability matching 

¢ interest rate volatility 

e stock market volatility 

e liquidity risk 

° credit risk 


* foreign currency exposure 


Asset/liability matching 

The plan has promised to pay all 205,000 existing members and their survivors approximately 
$39 billion in present and future pensions throughout their lives. Our goal is to select 
investments that produce acceptable rates of return to meet these obligations over coming 
decades. If we developed a risk-free investment portfolio, rates of returns would be stable 
but low and contributions would need to be higher. If we focused solely on earning the 
highest rates of return, results would be more volatile and risks would therefore be greater, 
but contributions might be lower. Our goal is to select an asset mix that balances risks and 
rewards and avoids increases in contribution rates. 

Several studies have concluded that most of the difference in the long-run performance 
among investment funds can be explained by risk differences in their asset mix. 
Consequently, the dominant determinant of a fund’s long-term performance is its asset 
mix. Furthermore, diversification across various asset classes is the single most important 


investment management tool for reducing volatility and therefore reducing risk. 
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There is a difference in duration between the plan’s pension liabilities and fixed-income 
assets, and we are looking at ways of reducing the difference. We manage this difference 
by investing the majority of funds in longer duration assets, such as equities and real 
estate. These assets, along with real-rate bonds and index-linked mortgages, have 
historically also correlated well with inflation. 

Within the risk tolerance established by the board of 


directors, we have determined that an asset mix of two- 


thirds equities and one-third fixed-income securities best 
matches our liabilities, is mostly likely to achieve our investment goal, and reduces the 
prospect of increases in contribution rates. Asset mix is monitored and rebalanced on a 
regular basis. 

Approximately 48 percent of the plan’s physical assets consist of $18.8 billion of 
non-marketable Ontario debentures, the last of which mature in 2012. These investments, 
combined with bonds and other debt investments, overexpose the fund to fixed-income 
markets. We use derivatives to manage the returns on the debentures primarily by shifting 
them into equity equivalents. This shift more appropriately matches the plan’s assets with 
its long-term liabilities. 

At December 31, 1995, we had exchanged the interest income from $10.3 billion of 
the debentures for floating-rate exposure, using interest rate swaps with major financial 
institutions. We also exchanged $8.3 billion of floating-rate exposure for equity returns 
using equity swaps. These transactions are summarized in note 2(b) to the financial 
statements. In this process, we retain ownership of the underlying debentures and swap 
only the interest, not the principal. We do not assume additional market risk by using 


equity swaps compared with making direct cash investments in equities. 


Interest rate volatility 
Our liabilities are sensitive to changes in our expectation of long-term rates of return on 
investments, as well as inflation and the salary growth of teachers. 

Note 2(d) discusses the sensitivity of liabilities to real rate of return changes over the 
long term. Declining real rates of return over many years could, for example, put pressure 
on the contribution rates required to meet pension obligations. 

Furthermore,we manage fixed-income asset exposure to interest rate volatility by 


using derivative contracts such as interest rate swaps, forwards, futures and options. 


Stock market volatility 


Having a large stock portfolio exposes us to market volatility, with a negative return 


anticipated about once in every five years. The long-term performance expectation of 
corporate shares, however, outweighs the risks of short-term cyclical volatility. 

We are further exposed to market volatility because of our size relative to the 
Canadian stock market, which represents just under three percent of global markets. 
Our size constrains our ability to move in and out of the market, a situation exacerbated 
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by the fact that the shares of many leading Canadian corporations are closely owned. 
This means a limited number of shares is publicly available to large investors seeking 
equity opportunities. The available capitalization on the Toronto Stock Exchange was 
approximately $300 billion in 1995. 

Part of our risk management strategy involves obtaining returns from other markets 
in the world to reduce our dependence on the Canadian economy and to take advantage 
of different regional economies. Global diversification involves the use of both cash 
market purchases and derivative contracts. Being exposed to several economies reduces 
portfolio volatility. However, Canada remains our primary equity market, where we have 
$12.2 billion invested in equities, followed currently by the United States with $5.0 billion 
and Japan with $2.3 billion. 


Liquidity risk 

Net of pension payments and operating costs, cash available for new investment totalled 
$2.4 billion in 1995S. Our cash flow will increase by approximately $450 million a year 
starting in August 1996 when the government is scheduled to resume the special 
payments it has promised to make until 2029 to eliminate the pre-1990 unfunded liability. 
Cash flow will also increase by a further $115 million from debentures that mature in 
1996. 

The cash needs for pension payments and operating expenses are predictable. 
Potentially the most unpredictable cash requirement relates to equity swap contracts, 
which can have terms up to five years. However, every three to six months we receive any 
gains accumulated on these contracts and pay any losses to counterparties. This reduces 
our liquidity and credit risks. This cash collateral, along with approximately $2 billion of 
marketable short-term securities, annual cash flow, and other liquid assets, ensures that we 
have sufficient cash reserves in the event of a major decline in asset values. 


Credit risk 

We are exposed to credit risk every time we make an investment in the event a security 
issuer defaults on payments or becomes insolvent. Credit risk exists with security issuers, 
such as governments and corporations, as well as with counterparties, such as 
financial institutions and investment dealers with whom we have investment 
contracts. 

The largest credit exposure, as discussed in note 2(e) to the financial 
statements, is the Province of Ontario with respect to non-marketable 
debentures, contributions receivable, and the pre-1990 unfunded liability. 

In the case of security issuers, we monitor credit risk on a continuing 
basis and restrict investment to no more than 2.5 percent of the fund in the 
debt and equity securities of a single corporation or financial institution. 

In the case of swap counterparties, we only deal with those that have 
high credit ratings. The payment of gains and losses on equity swaps every 
three to six months substantially reduces the potential impact of a counterparty 
defaulting on its contractual obligations. . 
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Foreign currency exposure 


Only nine percent of our cash investments are outside Canada, although more than 30 


percent of total fund returns are derived from foreign sources, principally through 
; How do we measure 


the use of derivatives. investment performance? 


When we make investments outside Canada, changes in the relative value 
of the Canadian dollar can add to, or subtract from, our returns. In 1995, we augmented 
our foreign investment returns by partially hedging against the Japanese yen and the U.S. 
dollar. We had $2.4 billion of foreign currency forward and futures contracts at the 1995 


year end. Hedging improved 1995 fund performance by approximately $250 million. 


INVESTMENT PI 


The pension fund registered a 16.9 percent rate of return in 1995, compared with 1.7 


percent in 1994. This compared with a weighted benchmark return of 17.2 percent for Leo de Bever 
Tete ; Vice-President, Research and Economics 

1995. We underperformed the benchmark largely due to the lower returns produced by 

John Brennan 

Vice-President, Human Resources and 

Public Affairs 


fixed-income securities. After removing the effects of inflation, the real rate of return in 
1995 was 15.2 percent, compared with 1.5 percent in 1994. 
Andrew Jones 

Four-year returns Vice-President, Finance 
A longer-term measure has greater relevance, reliability and lower volatility than one-year 
performance. A common standard within the pension fund industry is to calculate average 
performance on a four-year cycle. 

Over the past four years, the plan’s average annual performance of 
12.1 percent exceeded the benchmark rate of return by one percent and 
the rate of inflation by 10.6 percent. Again, this performance compares 
favourably with our goal of exceeding inflation by 4.5 percent over the 


long term. 


Change in value of investments 
Net investments increased to $39 billion in 1995, compared with $33.4 
billion at the end of 1994. Our financial statements disclose separately 
the receivables and payables relating to derivative contracts that in 
revious years were netted under investments. 

During 1995, we increased our Canadian and foreign equity 
ortfolios by 19 percent, or $4.1 billion. This reflected significant increases 


in our merchant banking and real estate portfolios, although both 


remain relatively small components of the total fund. In 1995, for the 


first time, we employed currency hedging techniques, which contributed 


positively to our returns. 
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Equity investments 
Equities totalled $25.4 billion, or 65 percent of all investments, at the end of 1995, 
compared with $21.4 billion, or 64 percent of all investments, a year earlier. The 
composition of this asset class is shown on page 15. Approximately $8.3 billion, or 33 
percent, of equity exposure is in the form of equity swaps. 

During 1995, our equity portfolio had an 18.1 percent rate of return, adding almost 


$500 million of value in excess of relevant market benchmarks. 


Canadian index funds: 

We have established index funds that mirror the composition of the TSE 35, 100 and 
200 indices on the Toronto Stock Exchange. Combined, these indices comprise the TSE 
300 index, which contains the shares of Canada’s major public corporations. At year 
end, we had $9.5 billion invested in these index funds, representing approximately 
three percent of the outstanding float of the TSE 300 index. 

Investing in index funds incurs transaction costs. Consequently, index funds are 
expected to match the returns of the index less transaction costs. For the past three 
years our index funds have generated returns in excess of the indices. One way in which 
we have outperformed the TSE 300 index is by adjusting our weighting between large 
and small capitalization stocks. The TSE 35 index is composed of the shares of large 
corporations with good liquidity, while the TSE 200 index consists of smaller companies, 
many of which have thin public floats. 

The size of the fund’s equity index portfolios in relation to the Canadian stock 
market necessitates that we take care in our buy and sell decisions to neither disrupt the 
market nor signal our intended actions. We accomplish this by using a variety of different 
trading techniques including block trading for large transactions in particular stocks, 
and basket trading where we trade a group of different stocks in a single transaction. 

A significant portion of our trading is done electronically to reduce costs and to avoid 
signaling our buy or sell decisions before a transaction is completed. 

In 1995, the plan’s Canadian index funds produced returns of 14.7 percent, or 


20 basis points above the TSE 300 benchmark. 


Canadian actively managed equities: 
We ended 1995 with a $2.1 billion portfolio of actively’ managed Canadian stocks, of 
which the shares in 32 companies constituted 80 percent of the portfolio. 

The most important principle behind our actively managed investment approach 
is that we look for value. We consider ourselves long-term share owners — and are 
prepared to act as owners in encouraging management to enhance shareholder value 
(please see sidebar on page 20). 

Essentially, we select the shares of individual companies that we consider to be 
undervalued. This involves a fundamental analysis of each company’s past financial 


performance, operations, industry position, management quality, long-term business 


plan, board structure and board independence. This work is done by staff teams of portfolio 
managers and stock analysts. We invest in companies with both large and small capitalizations, 
although our emphasis is on large cap firms because of their greater share liquidity, The best 
investment opportunities often occur when the economy or an industry outlook is negative; 
conversely, the best sell opportunities are often when optimism is pervasive. 

Consequently, we tend to be contrarian. 

It can take several years for the market to recognize the value of a company’s shares, hence 
the patience of our long-term approach. When gains materialize, we do take profits, although 
we do not necessarily liquidate our entire position in a company. 

Gains in undervalued companies can be realized when they are the target of takeover bids. 
This happened in 1995, for example, when we were able to tender our shares in Labatt, Malette 
and DMR Group to investors seeking control of these companies. 

The actively managed Canadian equity portfolio produced a 16.3 percent return in 1995, 
compared with 14.5 percent for the TSE 300 index. 


Foreign equities: 

Approximately one quarter of the fund’s $12 billion foreign equity exposure is represented by 
direct investments and three quarters by index investments through the use of derivative 
contracts. 

External active fund managers are selected for their ability to implement our conservative 
value-added approach through bottom-up stock selection, based on their intimate knowledge of 
selected European and Asian markets. In 1995, we employed six external active fund managers. 
Our international direct investments are dispersed among more than 18 countries with the 
largest investments in Japan, the United Kingdom, Germany, the Netherlands and France. 

Staff specialists manage the exchange of the fixed income on Ontario debentures into 
floating rate interest swaps and then into equity swaps in the United States and overseas. 

At the 1995 year end, we had exchanged $3.9 billion of debentures for returns on the Standard 
& Poor's 500 index and $3.6 billion for returns on the indices of selected Asian and European 
markets. These investments are now worth $5 billion and $3.8 billion respectively. 

In view of the strong performance of the U.S. stock market in 1995, we adjusted our S&P 
500 swap exposure to take gains later in the year. 

Non-North American equity swaps are invested in eight countries, with Japan representing 
the largest commitment, followed by the United Kingdom and other European-stock market 
indices. Positive returns in most overseas markets in 1995 more than compensated for the 
decline in the Japanese market in Canadian dollar terms. We locked in some gains in the 
Japanese market earlier in the year through currency hedging. 

In 1995, we earned a return of 21.8 percent on our foreign investments, compared with 


18.9 percent for benchmarks used for these investments. 
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Can we enhance value 
through corporate share 
ownership? 
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Teachers’ is a shareholder in hundreds of companies throughout the world, We take ee. 
ownership very seriously. We vote for or against management ‘proxy proposals on the basis 
of whether or not they are Laue to enhance shareholder er value, and thus returns to our ee 
members, 

For example, w we are 2 opposed to Saree fohts pare in the event of an unsold 
takeover offer, a company may. issue a large number o additional shares to existing sharehold 
to make the offer prohibitively expensive and thus for e vithdrawal. In our view, if a. bidder 
believes it can enhance shareholder value more than i mbent management, then We as = 
owners should have the choice of considering the offe 

In 1995, we proposed to the Ontario Securities Commision that shareholder sae plans 
be prohibited. At the same time, we proposed that the minimum period in which a company 
can respond to a takeover offer be extended from 21 to 35 days. Subsequent to our submissic 


the Investment Dealers Association of Canada formed a committee to examine the miniraum So 


period for takeover offers, : 

In 1995, we voted proxies in 317 Canadian publ companies. Within these proxies, the 
were 111 proposals that were not, in our view, in the best interests of shareholders and we : 
voted against them. One of the most common resolutions we ‘opposed dealt with incentive 
compensation, particularly the granting of share options id executives and directors that appear 
excessive or that unreasonably dilute shareholder wealth. We generally oppose option plans tha 


allow total dilution to exceed five percent of the outstanding shares, as well as those that allow : a 


discounted purchase prices and interest-free loans to management. 
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properties, including the Eaton Centre in Toronto and the Pacific Centre in Vancouver. 
The real estate portfolio generated cash flow of $87 million in 1995. The portfolio 
generated returns of 6.5 percent, compared with 4.1 percent for the benchmark of this 


portfolio. 


Fixed-income investments 
Fixed-income securities include the Ontario debentures, bonds and money market 
investments, as well as hedges in futures and swaps. This asset class totalled $13.6 billion, 
or 35 percent of fund investments, at the end of 1995, compared with $12.1 billion, or 
36 percent of total investments, a year earlier. 

The largest component of the portfolio is $8.5 billion of non-marketable Ontario 
debentures, after the effect of derivatives. The debentures are detailed on page 47. The 
marketable bond component of the portfolio consists of $979 million of Government of 


Canada bonds as well as $66 million of global bonds. 


Portfolio performance: 
The fixed-income portfolio produced positive returns in 1995 with a 14.6 percent rate of 
return. However, we underperformed the composite market benchmark (the Scotia 
McLeod Canada Index), which returned 19.4 percent. The average return over the past 
four years was 10.1 percent, compared to 8.7 percent for the benchmark. 

In the first half of 1995, we reduced the sensitivity of our bond portfolio to changes 
in market interest rates, thus lowering the volatility risk of the portfolio. We believed that 
interest rate levels would rise during the year to cool down higher economic growth in 


Canada and the United States, as well as higher inflation. In fact, the market did not 


respond as we had expected and through the year interest rates remained low or declined. 


We continued to maintain reduced portfolio risk as the year progressed in anticipation 
of a falling bond market. 

In foreign markets, Japanese institutions also provided substantial liquidity to North 
American debt markets, which we did not expect. This helped to keep North American 
interest rates down. 

At year end, we continued to maintain reduced interest rate sensitivity in the belief 
that bond markets have overcompensated for a slowdown in North American economic 


growth. 


Real-rate investments: 

As a separate asset class, the fund contains $967 million of real-rate Canada bonds, with 
a real rate of return of 4.7 percent, and $97 million of index-linked mortgages. These 
investments are completely risk-free with respect to inflation and are guaranteed by the 


federal government. 
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Money-market securities: 
At the end of 1995, money market securities totalled $2.9 billion. Approximately half of 


these securities are Canadian and U.S. treasury bills, with the remainder invested in other 


short-term money market instruments. 


The plan began 1995 with $34.5 billion in net assets available for benefits. As the 
accompanying table shows, income from investments and plan contributions totalled 
$7.0 billion during the year. 

Investment income in 1995 totalled $5.7 billion, compared with $528 million the 
previous year. The improvement reflects positive results in all asset classes, with notable 
contributions from Canadian and foreign equities. 

Contributions from teachers and the government decreased by over $100 million to 
$1.3 billion in 1995 from the previous year, principally because the program ended which 
allowed teachers to purchase credit for absences from teaching prior to 1990. 

Total expenditures, of which 96 percent were pension payments to retired teachers 
and their survivors, increased by $137 million to reach $1.3 billion. 

As a result of these changes, net assets available for benefits grew by $5.6 billion to 
total $40.1 billion at the 1995 year end. 


Payments to retirees 

The plan paid $1.3 billion in pensions during 1995, an increase from the $1.1 billion paid 
out in 1994. The increase principally reflected a higher number of teacher retirements — 
3,914, bringing to approximately 50,000 the number of pensioners and their survivors 
receiving benefits. 

The 1995 payments included $4 million to make up for past deficiencies in pensions 
discovered under the pension review program discussed on page 6. We estimate that a 
further $46 million will be paid out under this program during 1996 and 1997. 

These pension payments also reflected a 0.6 percent cost-of-living adjustment for 
pensioners. The plan requires an averaging method for calculating the inflation adjustment 
rates for pensions which is different than the year-over-year rate of inflation. The inflation 


adjustment for pensions for January 1996 was 1.6 percent?’ 


Operating expenses 


The costs of managing investments and administering the plan are small relative to the 


| asset base and annual volume of financial transactions, but large in absolute dollars. 


These costs are discussed in detail in the President's Report on page 6. 
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We manage the plan’s assets to earn the best possible investment returns to 
eliminate the plan’s current deficiency and build a surplus of assets over liabilities 
as a cushion against unforeseen events. 


Our success in this respect is measured by two valuations — one at the end of 


each year in preparing our financial statements, the other once every three years 
in determining the contribution rates for plan members. Both valuations are prepared by 


an independent actuary and provide an opinion on the plan’s financial condition. 


Year-end financial condition 
The plan’s accrued pension liabilities increased from $36.8 billion to $38.7 billion during 
1995. The actuarial assumptions used to determine these liabilities reflect management's 
best estimate of expected long-term trends in investment returns, salaries, inflation and 
demographic factors. The main assumptions are set out in note S to the financial 
statements. 
The actuarial value of net assets available to pay liabilities rose from $34.2 billion 

to $38.2 billion during 1995. As a result, the plan had a deficiency of $514 million, 
compared with $2.6 billion a year earlier. 

The plan’s deficiency was about one percent of accrued 
pension liabilities at the end of 1995, compared with 7 
percent a year earlier and 15 percent in 1990. The deficiency 


has been reduced over tke past five years from a peak 


of $3.7 billion at the 1991 year end, as shown in the 


accompanying table. This reduction reflects changes in assumptions, low inflation and 


wage increases, and good investment returns. It also reflects the special payments made by 
the province in 1990, 1991 and 1992. 


Funding valuations 

In accordance with the Pension Benefits Act, the funding valuations use more conservative 
actuarial assumptions than the annual best estimate valuations. In addition, they take 
into consideration future benefits, special payments and contributions, while the best 
estimate valuations reflect only benefits earned and the value of the assets on the date of 
the valuation. 

The initial funding valuation on January 1, 1990 indicated an unfunded liability of 
$7.8 billion, primarily because contributions and investment income were insufficient to 
support promised benefits, particularly after 1976 when pensions were indexed to the 
Consumer Price Index. During the late 1970s and most of the 1980s, high inflation rates 


increased the value of benefits at a much faster rate than the increase in the assets. 
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The province has agreed to pay the initial unfunded liability through a series of 
special payments from 1990 to 2029. To date, it has paid $895 million. The present value 
of the remaining special payments is treated as an asset in the funding valuations. 

The subsequent funding valuation on January 1, 1993 estimated an actuarial gain of 
$1. billion due to favourable investment experience as well as revised assumptions about 
the future, such as lower salary and inflation rates. Under an agreement between the 
Ontario government and the Ontario Teachers’ Federation, the government is taking this 
gain by eliminating $1.2 billion of special payments between January 1993 and August 
1996 and by reducing contributions to the plan by $325 million in 1994 and 1995. 

The third funding valuation is being performed, effective January 1, 1996. The results 
of this valuation are being reviewed by the partners to determine the disposition of any 
gain that might arise. 

The present value of future special payments will rise from $8.5 billion in 1995 to an 
estimated peak of $13.3 billion by 2013 before declining and being eliminated as originally 
scheduled by 2029. The increase in the present value of the remaining special payments 
will be less than the expected growth in liabilities and pensioners’ payroll over the next 20 
years. Even in the peak year of 2013, the present value of special payments will be a lower 


percentage of total liabilities and pensioners’ payroll than is the case today. 


Pension plan contributions 

The independent actuary determines whether the contribution rates are at an appropriate 

level to fully fund the benefits promised to members. In determining the appropriate 

contribution level, economic and non-economic assumptions are considered, such as 

long-term trends in interest rates, inflation, salary projections and retirement rates. 
Ontario teachers currently contribute 7.3 percent of the first $35,400 of salary and 8.9 

percent on remaining salary to the pension plan. These contributions are matched in the 


aggregate by the provincial government. 


Canadian federal law requires pension plans to invest at least 80 percent of their assets in 
Canada. This creates a large exposure to Canadian economic, market and political events. 
Approximately 90 percent of our assets are physically in Canada. Through the use of 
derivatives, we have been able to generate more than 30 percent of our returns from 
investments outside the country. As a result, a substantial portion of our investment 
income is exposed to international events. 

Within Canada, a major challenge for a fund of our size is the illiquidity of Canadian 
capital markets. The rapid growth in recent years of public and private pension funds has 
made them major investors competing for the same limited pool of shares in Canadian 
enterprises. Canadian pension funds would be able to operate more effectively on behalf 
of their members if foreign investment restrictions were removed as proposed by the 
Pension Investment Association of Canada and supported by the Ontario Teachers’ 
Pension Plan. 

Canadian capital markets will continue to be influenced by the ability of governments 
to deal with their budget deficits and accumulated debt. Recent fiscal actions by the federal 
government and most provinces are encouraging in this respect and should foster investor 
confidence in Canada. At the same time, however, the aftermath of the Quebec referendum 
casts a shadow over Canada’s political future, especially as constitutional discussions are 
scheduled in 1997. These issues can add volatility to the performance of stock and bond 
markets. 

The pension plan is a large investor in many Canadian corporations and, in some 
cases, we are among the two or three largest shareholders. We are confident about 
asserting our ownership rights by stressing corporate governance issues that encourage 
management to enhance shareholder value and thus our returns. We believe that 
corporate governance will continue to emerge as an influential force in better aligning 


the financial interests of managers with those of shareholders. 


MANAGEMENT’S DISCUSSION & ANALYSIS 


FOR FINANCIAL REPORTING 


The financial statements of the Ontario Teacher's Pension Plan have been prepared by 
management, which is responsible for the integrity and fairness of the data presented, including 
the many amounts which must of necessity be based on estimates and judgements. The 
accounting policies followed in the preparation of these financial statements conform with 
generally accepted accounting principles. Financial information presented throughout the 
annual report is consistent with the financial statements. 

Systems of internal control and supporting procedures are maintained to provide assurance 
that transactions are authorized, assets are safeguarded and proper records maintained. These 
controls include quality standards in hiring and training of employees, a code of conduct, 
the establishment of an organizational structure that provides a well-defined division of 
responsibilities and accountability for performance, and the communication of policies and 
guidelines through the organization. Internal controls are reviewed and evaluated by internal 
audit programs which are subject to scrutiny by the external auditors. 

Ultimate responsibility for the financial statements rests with the Board of Directors, 

The board is assisted in its responsibilities by the Audit and Actuarial Committee, consisting 

of five directors who are not officers or employees of the plan administrator. In addition, the 
committee reviews the recommendations of the internal and external auditors for 
improvements in internal control and the action of management to implement such 
recommendations. In carrying out its duties and responsibilities, the committee meets regularly 
with management and with both the external and internal auditors to review the scope and 
timing of their respective audits, to review their findings and to satisfy itself that their 
responsibilities have been properly discharged. This committee reviews the financial statements 
and recommends them for approval by the board. 

The plan’s external auditors, Deloitte & Touche, have conducted an independent 
examination of financial statements in accordance with generally accepted auditing standards, 
performing such tests and other procedures as they consider necessary to express the opinion in 
their Report to the Administrator. The external auditors have full and unrestricted access to the 
Audit and Actuarial Committee to discuss their audit and related findings as to the integrity of 
the plan’s financial reporting and the adequacy of internal control systems. 
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Claude Lamoureux Andrew Jones 


President and Vice-President, Finance 
Chief Executive Officer 
February 14, 1996 


WILLIAM M. 


MERCER 


LIMITED 


William M. Mercer Limited was retained by the Ontario Teachers’ Pension Plan Board (the 
“Board”) to perform an actuarial valuation of the assets and the going concern liabilities of the 
Ontario Teachers’ Pension Plan (the “Plan”) as at December 31, 1995, for inclusion in the Plan’s 
financial statements. As part of the valuation, we examined the Plan’s recent experience with 
respect to the non-economic assumptions and presented our findings to the Board. In addition, 
we provided the Board with statistical, survey and other information used to develop their 
long-term economic assumptions. 

The valuation of the Plan’s actuarial liabilities was based on: 

¢ membership data provided by the Ontario Teachers’ Pension Plan Board (the Board) as 
at December 31, 1994; 

e methods prescribed by the Canadian Institute of Chartered Accountants for pension 
plan financial statements; 

e assumptions about future events (for example, future rate of inflation and future rates of 
return on the pension fund) which have been communicated to us as the Board's best 
estimate of these events; and 

e information provided by the Education Relations Commission on negotiated wage 
settlements in the 1994/95 and 1995/96 school years. 

The objective of the financial statements is to fairly represent the financial position of the 
Plan on December 31, 1995 as a going concern. This is different from the statutory valuation 
(the actuarial valuation required by the Teachers’ Pension Act, and the Pension Benefits Act), which 
uses actuarial methods prescribed by the Teachers’ Pension Act and cautious assumptions about 
future events to establish a prudent level for future contributions. 

. While the actuarial assumptions used to estimate liabilities for the Plan’s financial 
statements represent the Board’s best estimate of future events, and while in our opinion these 
assumptions are reasonable, the Plan’s future experience will inevitably differ, perhaps 
significantly, from the actuarial assumptions. Any differences between the actuarial assumptions 
and future experience will emerge as gains or losses in future valuations, and will affect the 
financial position of the Plan, and the contributions required to fund it, at that time. 

We have tested the data for reasonableness and consistency, and we believe it to be 
sufficient and reliable for the purposes of the valuation. We also believe that the methods 
employed in the valuation and the assumptions are, in aggregate, appropriate for the purposes 
of the valuation. Our opinions have been given, and our valuation has been performed, in 


accordance with accepted actuarial practice. 


ae 


Lester J. Wong, F.C.LA. Malcolm P. Hamilton, F-C.LA. 
February 8, 1996 
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We have audited the statement of net assests available for benefits and accrued pension benefits 
and deficiency of the Ontario Teachers’ Pension Plan as at December 31, 1995 and the 
statements of changes in net assests available for benefits, changes in accrued pension benefits 
and changes in deficiency for the year then ended. These financial statements are the 
responsibility of the Plan’s administrator. Our responsibility is to express an opinion on these 
financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 

In our opinion, these financial statements present fairly, in all material respects, the net 
assets available for benefits and accrued pension benefits and deficiency of the Plan as at 
December 31, 1995 and the changes in its net assets available for benefits, accrued pension 
benefits and deficiency for the year then ended in accordance with generally accepted 
accounting principles. 
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Chartered Accountants 
Toronto, Canada 
February 14, 1996 
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ILABLE FOR BENEFITS 
S AND DEFICIENCY 


as at December 31, 1995 


($ Millions) 1995 1994 


NET ASSETS AVAILABLE FOR BENEFITS 


Assets 
Investments (note 2) $40,341 $33,791 
Receivable from Province of Ontario (note 4) 1,308 1,338 
Receivable from brokers 239 208 
Cash 6 34 
Fixed assets 3 2 
41,897 35,373 
Liabilities 
Accounts payable and accrued liabilities (note 3) 1,760 754 
Payable to Province of Ontario (note 7) — 125 
1,760 879 
Net assets available for benefits 40,137 34,494 
Actuarial asset value adjustment (note S) (1,907) (252) 
Actuarial value of net assets available for benefits $38,230 $34,242 
ACCRUED PENSION BENEFITS AND DEFICIENCY 
Accrued pension benefits $38,744 $36,848 
Deficiency (514) (2,606) 
Accrued pension benefits and deficiency $38,230 $34,242 


On behalf of the Board: 
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Chairperson Board Member 


ASSETS AVAILABLE FOR BENEFITS 


for the year ended December 31, 1995 


——_an eee 


($ Millions) 1995 1994 
Ee eee 
Net assets available for benefits, beginning of year $34,494 $33,711 
Investment Operations 
Investment income (note 6) 5,656 528 
Investment expenses (note 10) (30) (25) 
Net investment operations 5,626 $03 


Customer Service Operations 


Contributions (note 8) 1,305 1,436 
Benefits (note 9) (1,261) (1,130) 
Customer service expenses (note 10) (27) (26) 
Net customer service operations 17 280 
Increase in net assets 5,643 783 


Net assets available for benefits, end of year $40,137 $34,494 


ACCRUED PENSION BENEFITS 


for the year ended December 31, 1995 


($ Millions) 


Accrued pension benefits, beginning of year 


Increase in accrued pension benefits 
Interest on accrued pension benefits 
Benefits earned (note 5) 
Changes in actuarial assumptions (note 5) 


Decrease in accrued pension benefits 
Benefits paid (note 9) 
Experience gains (note 5) 
Changes in actuarial assumptions (note 5) 


Net increase in accrued pension benefits 


Accrued pension benefits, end of year 


for the year ended December 31, 1995 


($ Millions) 
Deficiency, beginning of year 


Increase in net assets available for benefits 


Change in actuarial asset value adjustment (note S) 
Increase in actuarial value of net assets available for benefits 


Net increase in accrued pension benefits 


Deficiency, end of year 


1995 1994 
$36,848 $33,998 
3,235 3,000 
1,347 1,292 
== 246 
4,582 4,538 
1,261 1,130 
1,159 558 
266 ae 
2,686 1,688 
1,896 2,850 
$38,744 $36,848 
1995 1994 
$(2,606) $ (3,234) 
5,643 783 
(1,655) 2,695 
3,988 3,478 
(1,896) (2,850) 

$ (514) $ (2,606) 
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for the year ended December 31, 1995 


DESCRIPTION OF PLAN 
The following description of the Ontario Teachers’ Pension Plan (the Plan) is a summary only. For more 


complete information, reference should be made to the Teachers’ Pension Act as amended. 


(a) General 

The Plan is a contributory defined benefit pension plan co-sponsored by the Province of Ontario (the 
Province) and Plan members. Contributions are made by active members of the Plan and matched by 
the Province and designated private schools and organizations. The Plan is registered with the Pension 


Commission of Ontario (registration number 0345785). 


(b) Funding 
Plan benefits are funded by contributions and investment earnings. The determination of the value of the 


benefits and required contributions is made on the basis of periodic actuarial valuations (see note 7). 


(©) Retirement pensions 

A retirement pension is available based on the number of years of credited service, best five-year average 
salary and age of the member at retirement. A member is eligible for a reduced retirement pension from age 55. 
An unreduced pension is available at age 65 or at any age if the sum of a member's age and qualifying 


service equals 90. 


(d) Disability pensions 
A disability pension is available at any age to a disabled member with a minimum of 10 years of credited 
service. The type of disability pension is determined by the extent of the disability. 


(e) Death benefits 
Death benefits are available on the death of a member and may be available on the death of a pensioner. 


The benefit may take the form of a survivor pension, a lump sum payment or both. 


(f) Additional credited service 
Members can obtain additional credited service in the Plan for certain absences or transfers from 
other plans. 


(g) Withdrawals from the Plan me 
Subject to the lock-in provisions, withdrawal refunds, transfers and commuted value transfers are available 


when a member ceases to be employed in education prior to qualifying for an immediate pension. 


(h) Income taxes 


The Plan is a Registered Pension Plan as defined in the Income Tax Act and, consequently, is not subject to 


income taxes. The Plan’s registration number is 0345785. 
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(i) Escalation of benefits 
Pension benefits are adjusted annually for inflation at 100 per cent of the Consumer Price Index, subject 


to a limit of 8 per cent in any one year with any excess carried forward. 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
(a) Basis of presentation 
These financial statements present the financial position and operations of the Plan and are prepared in 


accordance with generally accepted accounting principles. 


Comparative Figures 


Certain comparative figures have been reclassified to conform with the current year’s presentation. 


(b) Investments and derivative contracts 

Valuation of investments 

Investments are recorded as of the trade date and are stated at fair value. Fair value is the amount of the 
consideration that would be agreed upon in an arm’s length transaction between knowledgeable, willing 
parties who are under no compulsion to act. 

Province of Ontario Debentures (the Debentures), which are not marketable, are stated at estimated fair 
values calculated by discounting the Debenture cash flows based on year-end market yields of comparable 
securities. Money market, publicly traded bonds and equity securities are valued at year-end market prices. 
Other investments for which market quotations are not available such as real estate, mortgages and private 
placements are valued on a current market yield or appraised basis. 

Accrual of income 

Interest and dividend income has been accrued to the year-end date. 


Derivative contracts 

Interest rate, foreign currency and equity futures, forwards, options, swaps, forward rate agreements and 
debt to equity derivative contracts are recorded at the estimated amounts that the Board would receive or pay 
to terminate the contracts (marked to market) at the reporting date, with the resulting gain or loss being 
recognized in unrealized investment income. 

Gains or losses on derivative contracts sold or closed out during the year are included in realized 


investment income. 


Unrealized gains and losses 
The change in the difference between fair value and the cost (being the purchase price of the asset) of 
investments at the beginning and end of each year represents the unrealized gain (loss) and is included in 


investment income. 
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(c) Accrued pension benefits 

Accrued pension benefits and changes therein during the year are based on an actuarial valuation 
prepared by a firm of independent actuaries. The valuation is made as at the start of the year and then 
extrapolated to year end. It uses the projected benefit method prorated on service and management's best 


estimate of future economic events (see note 5). 


(d) Foreign currency translation 

Transactions denominated in foreign currencies are translated into Canadian dollars at the rates of 
exchange prevailing at the dates of the transactions. The fair value of investments and cash balances 
denominated in foreign currencies are translated at the rates in effect at year end. The resulting gain or loss 


from changes in these rates is included in unrealized investment income. 


(e) Contributions and Benefits 
Contributions are recorded on the accrual basis except for special payments from the Province which are 
recorded in the year in which they are received (see note 7). 


Benefits are recorded on the accrual basis. 


2. INVESTMENTS AND DERIVATIVE CONTRACTS 
The investment objectives of the Plan are to minimize the likelihood of an increase in contribution rates and 
to protect the pension benefits of the Plan members. The strategy employed to achieve these objectives is to 
invest cash flow from contributions, maturing Debentures and investment returns into a diversified pool of 
assets such as Canadian and foreign equities, money market securities, government bonds and real estate. 
Until January 1, 1990, the Plan had been restricted to investing in non-marketable Debentures which 
must be held to maturity. The Plan’s investment in these Debentures, amounting to $18.8 billion (1994 - $16.9 
billion), has interest rates and a maturity profile that exposes the Plan to significant fluctuations in fair value. 
To manage this exposure in a manner consistent with its investment objectives, the Plan has used 
interest rate, foreign currency and equity futures and forwards, interest rate and equity swaps, options and 
forward rate agreements (collectively called the derivative contracts) during the year. These derivative contracts 
allow the Plan to retain the non-marketable Debentures while achieving its objectives of increasing asset 
diversification and reducing interest rate risk. Through these derivative contracts, the investment returns from 
the Debentures are exchanged for returns equivalent to those which would be earned by investing directly in 
money market and equity securities, as described in note 2b). 
Starting in 1995, the Plan has taken on positions such as writing or selling options, futures and forwards. 


The intention of this activity is to enhance investment returns. 


a) Investments before allocating the effect of derivative contracts 
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The schedule below summarizes the fair value and the cost of the Plan’s investments including accrued 


interest and dividends of $383 million (1994 - $380 million), before giving effect to derivative contracts, as at 


December 31: 


($ Millions) 1995 1994 
Fair Value Cost Fair Value Cost 
Fixed income 
Debentures (1) $18,831 $14,869 $16,894 $15,125 
Money market securities 2,931 2,916 1,818 1,809 
Bonds 
Canadian 1,946 1,846 Tage 780 
Foreign 66 66 “eye 243 
Mortgages 97 O77, 98 98 
23,871 19,794 19,833 18,055 
Equities 
Canadian 11,382 9,629 9,331 8,542 
Foreign 3,490 2,692 3,098 2,415 
14,872 12,321 12,429 10,957 
Real estate 1,195 1,272 915 990, 
39,938 33,387 Bola 30,002 
Receivables for mark to market on derivative contracts 403 55 614 il 
INVESTMENTS 40,341 33,442 33,791 30,053 
Investment-related liabilities (1,338) (472) (378) (420) 
Net investments (note 2c) $39,003 $32,970 $33,413 $29,633 


(1) For details concerning the maturities, coupon rates, fair values and cost of these debentures, refer to the 
Schedule of Province of Ontario Debentures on page 47. 
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b) Derivative Contracts 

Derivatives are financial contracts, the value of which is derived from the value of underlying assets or 
interest or exchange rates. The Plan utilizes such contracts for asset mix management purposes as well as for 
managing the fund’s exposure to interest rate and foreign currency volatility and for trading purposes. 

The notional amounts of derivative contracts represent the volume of outstanding transactions and do 
not represent the potential gain or loss associated with the market risk or the credit risk of such transactions. 
Rather, they serve as the basis upon which the returns from and the fair value of the contracts are determined 

Derivative transactions, which are conducted either in the over-the-counter market directly between two 


counterparties or on regulated exchange markets, include: 


Swap Contracts 

Interest rate swaps are contractual obligations in which two counterparties exchange interest rate flows 
over a period of time based on a notional principal amount. One party typically agrees to pay a fixed interest 
rate in return for receiving a floating interest rate. 

Equity swaps are contractual obligations between two counterparties to exchange cash flows based upon 
index returns. Typically, one party agrees to pay a floating interest rate in return for receiving a return on a 
specified equity index. 

Interest rate and equity swaps enable the Plan to convert a portion of its interest rate exposure to equity 


exposures thereby providing returns based on the changes in the relevant equity market indices. 


Futures and Forwards 

Futures and forwards are contractual obligations either to buy or to sell a specified amount of money 
market securities, bonds, equity securities or foreign currencies at predetermined future dates and prices. 

Futures are transacted in standardized amounts on regulated exchanges and are subject to daily cash 
margining. Forwards are customized contracts transacted in the over-the-counter market. As a result of 
entering into these contracts, returns are generated that are equivalent to the gain or loss that would arise if 
the securities or foreign currencies had been bought or sold directly at the future price. 

These contracts enable the Plan to change its exposure to the effects of changing interest rates on the 
Debentures, while retaining the Debentures themselves. A portion of the foreign currency exposure arising 


from the Plan’s holdings of non-Canadian securities is hedged by foreign currency futures and forwards. 


Option Contracts 

Option contracts are agreements in which the right, but not the obligation, is acquired by the option 
purchaser from the option writer either to buy or sell on or before a specified date, a predetermined amount 
of a financial instrument at a stated price. 

Option contracts permit the Plan, in exchange for money received or paid (the premium), to modify the 
exposure to changing interest rates or stock prices above or below a predetermined level. A buyer of options is 


subject to credit risk by relying on the counterparty to perform. A writer of options is subject only to market risk. 
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The following table summarizes the Plan’s derivative contracts held as at December 31: 


Neen ee ee eee ee 


(§ Millions) 1995 1994 


SNS e/a 


Notional Fair Value Notional Fair Value 


Asset Conversion (Fixed Income to Equity) 


Interest rate swaps $7,993 $(1,000) $8,043 $277 
Equity swaps 8,283 1,350 Nhs 499 
350 776 
Interest Rate Management 
Interest rate swaps 2,300 (104) 1,495 (18) 
Futures and forwards 903 (11) 18,745 2 
Options 
Purchased 1,640 (1) Soo — 
Written 239 1 1,568 (2) 
(115) (18) 
Foreign Currency Management 
Futures and forwards Do Tal 19 36 — 
19 = 
Trading 
Options written 67 (1) — — 
Futures and forwards : 19 — —~ 
(1) = 
253 758 
Less: Net cash collateral received under 
derivative contracts 918 301 
Net fair value of derivative contracts $ (665) $457 


The above derivative contracts mature within one year except for the following: 


LENE T.7.¥ a 
Weighted Average Maturity (in years) 1995 1994 
Asset conversion 
Interest rate swaps 12-9 11.4 
Equity swaps Za) Le 


Interest rate management 
Interest rate swaps 7A 8.9 
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C) Investments after allocating the effect of derivative contracts 
The Plan’s investments at fair value, before and after giving effect to the derivative contracts on the Plan’s 


investments at December 31 are summarized below: 


(5 Millions) 1995 1994 


At Fair Effective Net At Fair Effective Net 

Value (per Investment Value (per Investment 

Note 2a) At Fair Value Note 2a) At Fair Value 

Fixed income $23,871 $13,573 $19,833 $12,062 
Equities 

Canadian 11,382 12,218 9331 9,943 

Foreign 3,490 12,287 3,098 10,714 

14,872 24,505 12,429 20,657 

Real estate 1,195 1,195 915 915 

Real estate indebtedness (270) (270) (221) (221) 

Net fair value of derivative contracts (665) — 457 — 


$39,003 $39,003 $33,413 $33,413 
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d) Interest Rate Risk 

Interest rate risk refers to the adverse consequences of interest rate changes on the Plan’s cash flows, 
financial position and income. This risk arises from differences in the timing and amount of cash flows related 
to the Plan’s assets and liabilities. 

The value of the Plan’s assets is affected by short-term changes in nominal interest rates and equity 
markets. Pension liabilities are exposed to the long-term expectation of rate of return on the investments as 
well as expectations of inflation and salary escalation. 

The Plan’s primary exposure is to a decline in the long-term real rate of return which may result in higher 
contribution rates required to meet pension obligations. As at December 31, 1995, holding the inflation and 
salary escalation assumptions constant, a 1% change in the assumed real long-term rates of return would result 
in a change in the pension liabilities of approximately 14%. 

To match these liabilities the Plan has established a policy asset mix of approximately two-thirds equities 
and one-third fixed income securities. The returns on fixed income securities are sensitive to changes in 
nominal interest rates while long-term equity returns have historically shown high correlation with changes 
in inflation and salary escalation. 

After giving effect to the derivative contracts discussed in note 2b), a 1% increase in nominal interest rates 


would result in a decline in the value of the fixed income securities of 3.9%, 


e) — Credit Risk 

Credit risk arises from the potential for an investee to fail or for a counterparty to default on its contractual 
obligations to the Plan. 

At December 31, 1995, the Plan’s most significant concentration of credit risk was with the Province 
of Ontario. This concentration relates primarily to the holding of $18.8 billion of Ontario Debentures, a receiv- 
able of $1.3 billion and future funding requirements of the Plan. 

The Plan also had a concentration of credit risk with a number of Canadian and foreign financial 
institutions. Each of these counterparties is rated AA or above by Dominion Bond Rating Services or 
equivalent credit rating agencies. As at December 31, 1995, the Plan’s total credit exposure (before giving 
effect to cash collateral and netting arrangements), including derivative contracts, money market and equity 
investments, to Canadian financial institutions was $2.1 billion and $.97 billion to foreign financial 
institutions. Exposure to any single Canadian financial institution does not exceed $1 billion. 

The Plan records all investment and derivative contracts at fair value. Consequently, investment values 
reflected on the Statement of Net Assets Available for Benefits represents the maximum credit risk exposure 
of the Plan. 

The Plan limits the credit risk by dealing with counterparties that are considered to be high quality 
credits, utilizing an internal credit limit monitoring process, as well as through the use of credit mitigation 


techniques such as master netting arrangements and obtaining collateral where appropriate. 
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f) Foreign Currency Risk 

Foreign currency exposure arises from the Plan’s holdings of non-Canadian equities, foreign currency- 
denominated equity swaps, foreign bonds and money market securities. 

The Plan may, from time to time, hedge some of this exposure based on interest rate spreads between 
various countries or other economic fundamentals. As at December 31, the Plan’s net foreign currency 


exposure after giving effect to the net related hedge was as follows: 


(5 Re as) a 09 9 ee 
ere ra ar re tr a 
Net Foreign 
Gross Currency Net Net 
Country Exposure Hedge Exposure Exposure 
United States Smo lZ $ 524 $ 4,688 $ 4,928 
Japan 2,329 1,212 1,117 2,103 
United Kingdom 1135 3 1,132 987 
Germany 483 19 464 347 
Other 3,195 - 3195 2,612 
$12,354 $1,758 $10,596 $10,977 


3. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 
Accounts payable and accrued liabilities of $1,760 million (1994 - $754 million) consist primarily of 
investment-related liabilities and due to brokers. 


4. RECEIVABLE FROM PROVINCE OF ONTARIO 


The receivable from the Province consists of required matching contributions and interest thereon. 


To RAN 
($ Millions) 1995 1994 
Se ee ee ee 
Contributions receivable $1,229 $1,248 
Accrued interest 79 90 
$1,308 $1,338 


The receivable from the Province is comprised of amounts to be received as follows: $687 million in 1996 and 
$621 million in 1997, 
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5. _ ACCRUED PENSION BENEFITS 
a) The actuarial assumptions used in determining accrued pension benefits reflect management's best 


estimate of expected long-term economic trends as follows: 


a 


1995 1994 
Asset rate of return 8.75% 8.75% 
Salary escalation rate 5.00% 5.00% 
Inflation rate 4.00% 4.00% 


Benefits earned in 1995 include $150 million to provide for the increase in pensions determined as a 
result of a review of all pensions currently in pay. 

Changes in actuarial assumptions in 1995 comprised principally of the modification of the salary growth 
provision expected to follow the Social Contract and increased retirement rates resulting in a net decrease in 
accrued pension benefits of $226 million. In 1994, changes to actuarial assumptions, principally because of 
decreasing mortality rates, increased accrued pension benefits by $246 million. 

Experience gains of $1,159 million (1994 - $558 million) arose from differences between the actuarial 


assumptions and actual results and relate primarily to favourable experience for salary and inflation. 


b) The actuarial value of net assets available for benefits is determined by reference to long-term market 
trends consistent with assumptions underlying the valuation of accrued pension benefits. The adjustment 
represents the difference between the actual and management's best estimate of return on the fund amortized 
over five years. Using this adjustment, market value remains the underlying basis for asset valuation, but 
fluctuations are averaged over a five year period. 

The year over year change in the actuarial asset value adjustment is reflected in the Statement of Changes 


in Deficiency. 


6. INVESTMENT INCOME 
a) Investment income before allocating the effect of derivative contracts 
Investment income, before giving effect to derivative contracts and before allocating the realized and 


unrealized net gains (losses), for the year ended December 31, is as follows: 


( Millions) 1995 1994 


Interest income 
Debentures (net of interest incurred on swap contracts) $ 917 $1,116 
Money market securities 163 89 
Bonds 
Canadian 83 4] 
Foreign 4 16 
Mortgages 5 6 
15 2 1,268 
Dividend income 
Canadian equities 276 229 
Foreign equities 132 133 
408 362 
Real estate 
(net of interest expense $31 million; 1994 - $21 million) 56 49 
1,636 1,679 
Net gain(loss) on investments(1) 4,020 (1,151) 
$5,656 $ 528 
eS ee ee 


(1) Includes net unrealized gains of $2,674 million (1994 - net unrealized losses of $2,338 million). 


b) Investment income after allocating the effect of derivative contracts 
Investment income by asset class, after giving effect to the derivative contracts and allocating the realized 


and unrealized net gains (losses), for the year ended December 31, is as follows: 


1995 1994 


Rate of Rate of 

'$ Millions Return % $ Millions Return % 

Fixed income $1,741 14.6 $(593) (3.1) 
Canadian equities 1,544 SSS 189 2.8 
Foreign equities 2yol7, 21.8 898 10.9 
Real estate 54 6.5 34 5.4 


Overall $5,656 16.9 $ 528 ier 
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7. FUNDING POLICY 

Statutory actuarial valuations are prepared periodically in accordance with the Teachers’ Pension Act 
to determine the funding requirements of the Plan. Active members are currently required to 
contribute 7.3 per cent of the portion of their salaries covered by the Canada Pension Plan and 8.9 
per cent of salaries above this level. Aggregate member contributions are matched by the Province 
and other employers. 

The actuarial assumptions and methods used to determine statutory pension liabilities are 
different than those used to calculate the amounts disclosed in these financial statements. The 
statutory valuations use a conservative approach and also take into account benefits earned and 
contributions made after the valuation date. 

The initial statutory valuation of the Plan, prepared by William M. Mercer Limited as at January 
1, 1990 disclosed an unfunded liability of $7.8 billion which is the amount by which the Plan’s 
liabilities exceeded the assets. This liability is the responsibility of the Province and is being paid off 
with interest by a series of special payments over the 40-year period which began January 1, 1990. 
Subsequent statutory valuations treat the present value of the remaining special payments as an 
asset. As at December 31, 1995, the present value of these special payments amounted to $8.5 billion. 

The last statutory valuation as at January 1, 1993, reflecting lower salary increases and inflation, 
disclosed an actuarial gain of $1.5 billion over the three years since the initial valuation. Pursuant to 
the Teachers’ Pension Act and by agreement with the Ontario Teachers’ Federation, the Province 
exercised its right to apply the gain to eliminate special payments of $1.2 billion between January 1, 
1993 and August 1996; and to apply $325 million to reduce other scheduled payments from the 
Province to the Plan in 1994 and 1995S. 

The results of the statutory valuation as at January 1, 1996 will not be available until later in 


the year: 
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8. CONTRIBUTIONS 


(§ Millions) 1295 1994 


Members 
Current service $ 609 $ 614 
Optional credit 6 60 
Repayments of refunds 2 36 
617 710 

Province of Ontario 

Current service 602 606 
Optional credit — 23 
Interest 58 66 
660 695 
Other employers 9 9 
Transfers from other pension plans 19 22 
$1,305 $1,436 


9. BENEFITS 


($ Millions) 1995 1994 


Retirement pensions $1,115 $ 995 
Disability pensions 26 25 
Death benefits 69 65 
Refunds igs 14 
Transfers to other plans 36 31 

$1,261 $1,130 
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10. ADMINISTRATIVE EXPENSES 


(a) Investment Expenses 


(§ Millions) 1995 1994 


Salaries and benefits $11.1 $10.4 
Investment management fees 7.8 6.7 
Custodial and banking fees 3.4 7a, 
Premises and equipment Sel 1.6 
Professional consulting services fees Le, 
Communication and travel 8 6 
Statutory audit fees 3 wv 
All other 1.3 8 

$30.3 $24.9 


(b) Customer Service Expenses 


($ Millions) 1995 1994 


Salaries and benefits $14.7 $13.3 
Premises and equipment He TES 
Professional consulting services 3.4 2.6 
Communication and travel EZ. 1S 
Board and committee remuneration al ol 
Statutory audit fees we 2 


All other x 6 6 


$26.6 $25.8 
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(c) Management Compensation 

The compensation table represents full disclosure of base salary, annual bonus, long-term incentives and 
other compensation earned in 1993, 1994 and 1995 by the Chief Executive Officer and the four other most 
highly compensated executive officers. 


——  _::??..n—_—_—_ _— 


Annual Long-Term Group Term 
Name and Incentive Incentive Life Other 
Principal Position Year Salary Bonus Bonus (1) Insurance Compensation 
eh anh ce theyre a se i A re a ae aA ee PI UU IN 
Claude Lamoureux 1995 $ 296,656 $ 119,400 $ 476,000 $ 842 $ 34,600 (2) 
President & CEO 1994 286,606 130,300 — 813 34,600 (2) 
1993 276,534 127,900 — Fo 34,600 (2) 
Robert Bertram 1995 255,928 66,000 428,400 726 33,000 (3) 
Senior V.P. Investments 1994 249 363 80,400 — 707 33,000 (3) 
1993 243,354 66,400 — 657 33,000 3) 
George Engman 1995 147,823 184,500 148,750 427 9,375 (4) 
V.P. Merchant 1994 144,423 188,900 — 418 12,500 (4) 
Banking Group 1993 141,850 97,600 — 390 12,500 (4) 
Heather Hunter 1995 159,606 85,800 166,600 461 N/A 
V.P. Equities 1994 157,026 79,100 — 453 N/A 
1993 154,537 67,400 — 425 N/A 
Brian Muzyk 1995 149,379 113,300 148,750 424 N/A 
V.P. Real Estate 1994 145,038 119,900 — 411 N/A 
1993 141,441 69,100 — 382 N/A 


(1) A long-term incentive program was established for the Chief Executive Officer and for executive employees by the Board 
of Directors in consultation with external compensation consultants beginning in January 1992. Payouts under this plan are 
approved by the compensation committee of the Board of Directors. At present the compensation committee is composed of 
the full Board of Directors. The plan is designed to ensure the organization’s competitiveness to attract and retain senior 
professionals. The long-term incentive plan measures the amount total fund performance exceeds a composite benchmark 
over a four-year period. The benchmark is established from market indices for investment portfolio performance using the 
fund’s annual asset-mix target weights. 

1996 is the first year that payouts have been made under this plan. The initial payouts represent incentive bonuses 
earned for the period January 1, 1992 through December 31, 1995. In subsequent years, payouts will be made annually for 
four-year overlapping performance cycles, if the fund’s four-year performance continues to exceed the composite benchmark. 

Target payouts for the long-term incentive plan were initially established at 30 percent of base salary for investment 
vice-presidents and 45 percent of base salary for the Senior Vice-President and the Chief Executive Officer. To achieve these 
payout levels, total fund performance has to exceed the benchmark by an average of SO basis points annually. For the 
performance period ended December 31, 1995, the pension fund registered an annualized four-year rate of return of 12.1%. 
This compares to the four-year cost-adjusted benchmark return of 11.2%. 

The number of units were doubled for the initial performance cycle in recognition,of the time delay required to develop 
a long-term incentive plan and the subsequent vesting period before the initial payment was made under the plan. 

(2) Mortgage assistance for relocation of $25,000 per annum. Relocation assistance ceased in September 1995. Automobile 
allowance of $9,600 per annum. 

(3) Mortgage assistance for relocation of $25,000 per annum. Automobile allowance of $8,000 per annum. 

(4) Allowance to compensate for forfeited external directorship. This allowance ceased in July 1995. 


as at December 31, 1995 


0 MILLION 


FIXED INCOME 


(§ Millions) 
Type Maturity Date Coupon (%) Fair Value Cost 
Canadian Treasury bills 1996 5.5-9.0 $1,377 $1,366 
Term deposits 1996 5.4-7.5 inv y 1,274 
Government of Canada bonds 1997-2025 5.9-10.5 979 960 
Real return Canada bonds 2021-2026 4.3 967 886 
Call loans 1996 5.8 Piles 215 
Index-linked mortgages 2021-2023 5.4-8.4 OF 97 
International bonds 2005-2007 6.5-10.0 66 66 
Commercial paper 1996 5.8-6.0 36 36 
US Treasury bills 1996 5.3-5.9 oy 27 
Province of Ontario Debentures 
($ Millions) 
Maturity Date Coupon (%) Fair Value Cost 
1996-1999 7.00-7.99 Sal 120 
8.00-8.99 437 418 
9.00-9.99 949 867 
10.00-10.99 14 15 
12.00-12.99 142 121 
14.00-14.99 125 107 
16.00-16.99 187 165 
1,977 1,813 
2000-2004 8.00-8.99 43 40 
9.00-9.99 912 805 
10.00-10.99 582 502 
11.00-11.99 842 TAG. 
12.00-12.99 1,057 786 
13.00-13.99 2, 837 
4,558 3,687 
2005-2009 10.00-10.99 2,481 1,993 
11.00-11.99 3,203 2,505 
12.00-12.99 1,142 840 
13.00-13.99 106 79 
14.00-14.99 494 335 
15,00-15.99 1,528 945 
9,004 6,693 
2010-2012 10.00-10.99 1,376 ib ila 
11.00-11.99 1,448 1,095 
2,824 2,208 
Accrued Interest 468 468 


$18,831 $14,869 


as at December 31, 1995 


CORPORATE SHARES (Millions) 


Issuer (all classes) Shares 
BCE Inc. 10.3 
Canadian Imperial 8.9 
Bank of Commerce 
Barrick Gold Corporation 9.8 
Seagram Company Ltd., The 6.9 
Royal Bank of Canada 10.5 
Toronto-Dominion Bank, The 12.5 
Placer Dome Inc. 8.5 
Alcan Aluminum Limited 6.3 
Canadian Pacific Limited 9.4 
Maple Leaf Foods Inc. MS, 
Northern Telecom Limited 39 
Bank of Montreal Wee 
Bank of Nova Scotia, The 6.2 
Nova Corporation 16.1 
Inco Limited 3.4 
TransCanada PipeLines Limited 8.1 
Thomson Corporation, The 7.6 
Imasco Limited 5.4 
Renaissance Energy Ltd. 4.0 
Bombardier Inc. Te 
Talisman Energy Inc. 4.3 
Noranda Inc. 4.0 
Potash Corporation of irk 
Saskatchewan Inc. 
Laidlaw Inc. 7.6 
MacMillan Bloedel Limited 6.0 
Telus Corporation 6.3 
Rogers Communications Inc. 6.4 
Westcoast Energy Inc. 4.7 
Magna International Inc. IS 
Anderson Exploration Ltd. 6.0 
Imperial Oil Limited Uy 
Newbridge Networks Corporation — 1.5 
TransAlta Corporation SES) 
Power Corporation of Canada 3.8 
Alberta Energy Company Ltd. SiS) 
Moore Corporation Limited 3.0 
IPSCO Inc. 2.6 
Molson Companies Limited, The 39) 
Teck Corporation 2.7 
National Bank of Canada 6.6 
Québecor Inc. 3.4 
United Dominion Industries 2.3 
Limited 
Inmet Mining Corporation 6.9 
Canadian Occidental WS) 
Petroleum Ltd. 
Falconbridge Limited 2.3 
Gulf Canada Resources Limited 12.3 
Petro-Canada 5.0 
BioChem Pharma Inc. 1.0 
TSE 100 Participation Units 2.0 
Suncor Ine. 3 


20 MILLION 


Fair Value 


Issuer (all classes) Shares 
Fletcher Challenge Canada 2.6 
Limited 
Power Financial Corporation 1.6 
IPL Energy Inc. ile 
Cameco Corporation 9 
Canadian Tire Corporation, 3.1 
Limited 
Bayer AG all 
Hitachi Ltd. aD 
Echo Bay Mines Ltd. BW) 
Dofasco Inc. 2.6 
Telefonica de Espana. fia 
Jardine Strategic Holdings Ltd. 10.5 
Diamond Fields Resources Inc. VA 
Horsham Corporation, The 23 
Abitibi-Price Inc. 2.1 
Hutchison Whampoa Limited 5.0 
Torstar Corporation 1.8 
Avenor Inc. 17) 
Cominco Ltd. 1.4 
Semi-Tech Corporation 4.1 
Agrium Inc. eg 
ABN Amro Holdings 6 
TVX Gold Inc. 39 
Canadian Natural Resources 1.9 
Limited 
ATS Automation Tooling thea! 
Systems Inc. 
BC TELECOM Inc. ES 
Hong Kong 14.8 
Telecommunications Ltd. 
Ault Foods Limited 2.4 
Singapore Airlines Ltd. 2.8 
Co-Steel Inc. 1.4 
Loewen Group Inc., The 1.0 
Elf Aquitaine oe 
Dominion Textile Inc. 5.0 
Cara Operations Limited 8.2 
Northstar Energy Corporation 2.4 
Rio Algom Limited 1k} 
Sherritt Inc. 1.8 
Banco Popular Espanol SA ll 
Cheung Kong (Holding) Ltd. 3.8 
Iberdrola S.A. 2.5 
Kinross Gold Corporation 29 
Methanex Corporation 3.0 
Ranger Oil Limited a0 
Teleglobe Inc. 1.6 
Loblaw Companies Limited 1.0 
Euro-Nevada Mining Corporation 6 
Limited 
Broken Hill Proprietary 15 
Company 
Canon Inc. 1.1 


Fair Value 


$557 
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CORPORATE SHARES (Millions) 


Issuer (all classes) 


HSBC Group 

CAE Inc. 

Donohue Inc. 

Stone-Consolidated Corporation 

BCE Mobile 
Communications Inc. 

Franco-Nevada Mining 
Corporation Limited 

Trimac Limited 

Scott's Hospitality Inc. 

Southam Inc. 

International Forest Products 
Limited 

Nova Scotia Power Inc. 

Shell Canada Limited 

Barclays PLC 

Wascana Energy Inc. 

Generale de Banque SA 

George Weston Limited 

Brascan Limited 

International Nederlanden 
Groep NV 

Royal PTT Nederland NV 

Chauveco Resources Ltd. 

Hudson’s Bay Company 

Carter Holt Harvey Limited 

National Australia Bank Ltd. 

Mitel Corporation 

PanCanadian Petroleum 
Limited = 


CONVERTIBLE DEBENTURES 


($ Millions) 


Power Financial Corporation 
8.0% Due Apr. 30, 2014 

Telecom Telesystem LTD. 
5.44% Due Nov. 18, 2002 


Shares 


Fair Value 


$28.1 
27.8 
DTES 
27.4 
Dieal 


2 


Issuer (all classes) Shares 
Sandoz AG 02 
Oshawa Group Limited, The 1.0 
Veba AG 4 
Ciba - Geigy AG 02 
Matsushita Group 1.0 
Zurich Versicherungsgesellschaft BI 
Empresa Nacional de 5) 
Electridad SA 
Sony Corporation 8) 
Canadian Utilities Limited g 
Hanson plc 5.4 
Fuji Photo Film 6 
Québecor Printing Inc. 1.0 
Extendicare Inc. 1.4 
Acklands Limited LY 
Westpac Banking 265 
Corporation Ltd. 
Mitsubishi Industrial Group. 2.0 
Poco Petroleums Ltd. eal 
Mackenzie Financial 1.6 
Corporation 
Tomkins plc 3.4 
Malaysia International oe 
Shipping Corp 
Alcatel Alsthom LE 
Kamigumi Company LTD. iS 
Par Value Fair Value 
$85.5 $104.9 
Pals) Sie 


Fair Value 


0 MILLION 


as at December 31, 1995 


REAL ESTATE PORTFOLIO 
———————————— eee 


Ownership 
Regional Shopping Centres 
Bayshore Shopping Centre, Ottawa 33.8% 
Fairview Park Mall, Kitchener 75.0% 
Georgian Mall, Barrie 75.0% 
Hillcrest Mall, Richmond Hill 100.0% 
Intercity Shopping Centre, Thunder Bay 50.0% 
Markville Shopping Centre, Markham 50.0% 
New Sudbury Shopping Centre, Sudbury 50.0% 
Polo Park Mall, Winnipeg 100.0% 
Southland Mall, Regina 100.0% 
Chinook Centre, Calgary 50.0% 
Richmond Centre, Vancouver 100.0% 
Office and Other Properties 
1 Queen Street East and 20 Richmond Street East, Toronto 50.0% 
Granville Square, Vancouver 50.0% 
The Station, Vancouver 50.0% 
Waterfront Centre, Vancouver 50.0% 
Industrial Properties, Calgary 100.0% 
Granville Square II, Vancouver 50.0% 
Toronto-Dominion Centre, Toronto - Participating loan 37.5% 


PRIVATE COMPANIES AND PARTNERSHIPS 


Gruppo Buffetti $.P.A. 

Commcorp Financial Services Inc. 
DLJ Merchant Banking Partners, L.P. 
McCain Capital Corporation 

MLG Ventures Limited 

Nutreco Holding NV 

Providence Media Partners, L.P. 
Trinity Partnership 


for the year ended December 31 


($ Millions) 


CHANGES IN NET ASSETS 


Income 
Investment Income 


Contributions 
Members 
Province of Ontario/employers 
— special payments 
Repayment of refunds and transfers 
Total Income 


Expenditures 
Benefits Paid 


Administrative Expenses 
Distribution of gain 
Total Expenditures 
INCREASE IN NET ASSETS 


NET ASSETS 
Investments 
Fixed Income 
Equities -— Canadian 
— Foreign 
— Real Estate ~ 


Receivable from Province of Ontario 
Other assets 

Total Assets 

Liabilities 


Net Assets 
Actuarial smoothing 
Actuarial value of net assets 
Accrued pension benefits 
DEFICIENCY 


PERFORMANCE (%) 
Rate of return 
After inflation 
Benchmark 
After inflation 


* reclassified 


1995 1994 1993 1992 1991 1990 
5,656 528 5,907 2,145 3,843 1,031 
615 674 647 655 597 526 
669 704 712 740 663 587 
= = = 438 270 187 
21 58 42 56 54 33 
6,961 1,964 7,308 4,034 5,427 2,364 
1,261 1,130 1001 921 829 760 
57 51 44 37 25 20 
ae = 325 = = = 
1,318 1,181 1,370 958 854 780 
5,643 783 5,938 3,076 4,573 1,584 _ 
13,573 p2062, = 18,117 19,464 19,215 18,129 
12,218 9,943 7,510 3,217 2,618 520 
12,287 10,714 7,035 3,253 1,796 807 
925 694 608 451 180 = 
39,003 33,413 33,270 26,385 23,809 «19,456 
1,308 1,338 1,362 1,323 1,190 945 
1,586 622" 36 72 10 = 
41,897 35,373 34,668 27,780 25,009 _20,401 
__ (1,760) (879). (957) (7) (312) (277) 
40,137 34,494 33,711 27,773 24,697 —-.20,124 
(1,907) (252) (2,947) (414) (883) 709 
38,230 34,242 30,764 27,359, 23,814 20,838 
38,744 36,848 33,998 30,781 27,479 —«24,391 
514 2,606 3,234 3,422 3,665 3,558 
16.9 17 21.7 8.9 19.6 5.6 
15.2 1.5 20.0 6.8 15.8 0.6 
172 (0.3) 20.5 8.0 15.4 = 
15.5 (0.5) 18.8 5.9 11.6 = 


Board of Directors 

C. Edward Medland, Chairperson 
Jalynn Bennett 

Gail Cook-Bennett 

Geoffrey Clarkson 

Martin R. Hicks 

Robert W. Korthals 

David Lennox 

Doug McAndless 

Lynne Sullivan 


Investment Committee 

Robert W. Korthals, Chairperson 
Jalynn Bennett 

Gail Cook-Bennett 

Martin R. Hicks 

David Lennox 

Doug McAndless 

C. Edward Medland 

Gary Porter 

Lynne Sullivan 


PORATE DIRECTORY 


Audit and Actuarial Committee 
Doug McAndless, Chairperson 
Jalynn Bennett 

Gail Cook-Bennett 

Martin R. Hicks 

Lynne Sullivan 


Benefits Adjudication Committee (Appeals) 
David Lennox, Chairperson 
Bob Blackwood 

Ron Edwards 

Sherry Corden Fairweather 
Wendy Gauthier 

Sherron Hibbitt 

Shannon Hogan 

Kim McCulloch 

David Paton 

Roger Régimbal 

George Saranchuk 
Elizabeth Stein 


We welcome your comments and 
suggestions for this annual report, as well 
as other aspects of our communications 
program. Please call Lee Fullerton, 


Communications Manager at 416-730-5347. 


Communications Department 
Ontario Teachers’ Pension Plan Board 
5650 Yonge Street 

North York, Ontario 

M2M 4HS 

Toll-free: 1-800-668-0105 

Local: 416-226-2700 


Corporate Directory 
President and Chief Executive Officer: 
Claude Lamoureux 


Investments: 
Senior Vice-President, Robert Bertram 


Fixed Income: 
Vice-President, Patricia Murphy 


Equities: 
Vice-President, Heather Hunter 


Merchant Banking: 
Vice-President, George Engman 


Real Estate: 
Vice-President, Brian Muzyk 


Core Domestic: 
Vice-President, Morgan McCague 


Core International: 
Vice-President, Neil Petroff 


Research and Economics: 
Vice-President, Leo de Bever 


Customer and Information Services: 
Vice-President, Al Reesor 


Data Resources and Administrative Services: 
Vice-President, Carole Piper-Peel 


Human Resources and Public Affairs: 
Vice-President, John Brennan 


Finance: 
Vice-President, Andrew Jones 


Law: 
General Counsel, Roger Barton 


Internal Audit and Taxation: 
Vice-President, John Dickson 
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